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TITLE 21—FOOD AND DRUGS 

Chopter I—Food and Drug Adminis¬ 
tration, Department of Health, 
Education, and Welfare 

Svbchopter A—General 

Pm 3— Statements of Oeneral Policy 
or Interpretation 

PESTICIDE CHEMICALS; FURTHER EXTENDED 
DATES ON WHICH STATUTE SHALL BECOME 
FULLY EFFECTIVE 

Requests have been received for addi¬ 
tional extensions of the date when the 
statute <68 Stat. 511 et scq.; 21 U. S. C. 
542. 346a) shall become fully effective 
for certain pesticide chemicals. These 
requests involve postharvest and non- 
leasonal uses. Other extensions of the 
date on which the statute shall become 
fully effective are needed to permit the 
Food and Drug Administration to proc¬ 
ess petitions received prior to October 31. 
1955. Extensions are necessary for the 
uses of the pesticide chemicals listed 
below. 

Now. therefore, in exercise of the au¬ 
thority vested in the Secretary of 
Health, Education, and Welfare by the 
Federal Pood, Drug, and Cosmetic Act 
402 (a) (2). 408. 68 Stat. 511. 517 
'Ch 559, Secs. 2. 5); 21 U. S. C. 342 (a) 
<2) and note 1 under section 342; 346a > 
and delegated to the Commissioner of 
Fbods and Drugs by the Secretary (20 
F R. 1996). the following order is pro¬ 
mulgated: 

fiction 3.44 Pesticide chemicals: fur - 
ther extended dates on which statute 
dial! become fully effective , published in 
the Federal Register December 20. 1955 
'21 CPR 3.44; 20 P. R. 9882) is amended 
m the following respects: 

1 Paragraph <a) is amended by In¬ 
kling in subparagraph (2). in proper 
Alphabetical order, the following items: 

F^r use on berries of the bramble 
II*. blin-berries, dates, pineapples, straw- 
(including black-eyed peas and 
2J** n *)« (sugar. Including tops). 

cabbage, carrots, corn, cucumbers, 
# r JJ® 1, P^auuU. peaa and cowpeas (Including 
n l °uiatoes. grains (Including oats. 

ff w i.Tr*** rice), buckwheat, grain 

tiro# for forage (Including clover*. 

^ Peanut hay). gross crops (pasture and 
I* crasa). mint (including spearmint and 


peppermint), (Extended from January 22. 
1058. See paragraph <a) (1) of this section.) 

Allclhrin: On livestock. (Extended from 
January 22. 1966. See paragraph (a) (1) of 
this section.) 

Calcium cyanide: As a grain fumigant. 
(Extended from January 22. 1956. See para¬ 
graph (a) (1) of Oils section.) 

Dleldrln: On berries of the bramble type, 
blueberries, citrus frulta. grapes, plums and 
prunes, strawberries, beans (Including black- 
eyed peas and soybeans). cabbage, corn, cu¬ 
cumbers. lettuce, melons (Including canta¬ 
loups and muskmclons). peanuts, peaa and 
cowpeas, potatoes and sweet pots toes, grains 
(including oats, rye. barley, wheat, rice), 
buckwheat, grain forage, legumes for forage 
(Including clovers, alfalfa, peanut hay). grass 
crops (pasture and range grass, timothy, 
grass hay), sorghum, sorghum forage. (Ex¬ 
tended from January 22.1956. 8ee paragraph 
(a) (1) of this section.) 

Bndrln: On cabbage, sugar beets. (Ex¬ 
tended from January 22.1956. 8ee paragraph 
(a) (1) of this section.) 

Hydrocyanic acid: As a fumigant for 
grains, dried peas and beans, and nut meats. 
(Extended from January 22, 1956. See para¬ 
graph (a) (1) of this section.) 

Lindane: On meat, grain (from treating 
storage bins). (Extended from January 22. 
1966. See paragraph (a) (I) of this section.) 

Plperonyl butoxtde: On apples, citrus, live¬ 
stock, pears, tomatoes, grains. (Extended 
from January 22. 1956. See paragraph (a) 
(1) of this section.) 

Pyrethrlns: On apples, citrus, grains 
(stored), livestock, pears, tomatoes. (Ex¬ 
tended from January 22. 1956. Bee para¬ 
graph (a) (I) of this section). 

Toxaphene: On cranberries, plums and 
prunes, beets, turnips, rutabagas, sugar beets, 
horseradish, parsnips, col lards, kale, mustard 
greens, spinach (Swiss chard, peppers, pi¬ 
mentos. cowpeas. grains (including oats. rye. 
barley, wheat, rice, sorghum grain), buck¬ 
wheat, nuU (Including pecans, walnuts, 
hazelnuts, hickory nuts), legumes for forage 
(including clovers, alfalfa, soybean hay. pea¬ 
nut hay. lespedeza. cow pea hay). gross crops 
(pasture and range grass, timothy, grass 
hay), grain forage (Including corn and 
sorghum) sugarcane, meat. (Extended from 
January 22. 1956. See paragraph (a) (1) of 
this section.) 

2. Paragraph (a) is further amended 
by adding the following new subpara¬ 
graph, as follows: 

(3) Effective date April 22. 1956: 

Diphenyl: In citrus. (Extended from 
January 22. 1956. See §3.42 (a) (2).) 

(Continued on p. 445) 
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TITLE 7— AGRICULTURE 

Chopter I—Agricultural Marketing 
Service (Standards, Inspections, 
Marketing Practices), Department 
of Agriculture 

Past 52— Processed Fruits and Vegeta - 
rus. Processed Products Thereof, and 
Certain Other Processed Food Prod¬ 
ucts 4 

Subpart— Regulations Governing 
Inspection and Certification 

MISCELLANEOUS AMENDMENTS 

On December 13. 1955. a notice of pro¬ 
posed rule making was published in the 
Federal Register (20 F. R. 9311) regard¬ 
's a proposed revision of the existing 
relations <7 CFR Part 52 > governing 
the inspection and certification of proc¬ 
ess fruits and vegetables, processed 
Products thereof, and certain other proc¬ 
essed food products. 

After consideration of all relevant 
matters presented, including the proposal 
** forth in the aforesaid notice, the ex- 
fcttng regulations <7 CFR Part 52) gov- 
*ratng the inspection and certification 
°f Processed fruits and vegetables, proc- 
****) products thereof, and certain other 
Processed food products arc, pursuant to 
~ authority contained in the Agricul- 
wral Marketing Act of 1946 (60 Stat. 
1037 ct seq.. as amended; 7 U. 8. C. 1621 
^ 8e< l >. hereby amended, effective 30 

'Among iuch other processed food prod- 
the following: Honey; molasses, ex- 
for Ktockfeed; nuts and nut products, 
*cept oil; sugar (cane, beet and maple); 
wnip* <blended), sirups, except from grain; 
'wine food products, except oil. 


FEDERAL REGISTER 

days after the publication of this docu¬ 
ment in the Federal Register, as herein¬ 
after set forth. 

The amendments are a s follows: 

1. Insert, immediately after the end 
of present § 52.3. a new section numbered 
5 52.3a, reading as follows: 

9 52.3a Designation of official certifi¬ 
cates , memoranda , marks, other identi¬ 
fications . and devices for purposes of 
the Agricultural Marketing Act Sub¬ 
section 203 <h) of the Agricultural Mar¬ 
keting Act of 1946, as amended by Public 
Law 272. 84th Congress, provides crimi¬ 
nal penalties for various specified of¬ 
fenses relating to official certificates, 
memoranda, marks or other identifica¬ 
tions. and devices for making such marks 
or identifications, issued or authorized 
under section 203 of said act. and cer¬ 
tain misrepresentations concerning the 
inspection or grading of agricultural 
products under said section. For the 
purposes of said subsection and the pro¬ 
visions in this part, the terms listed 
below shall have the respective meanings 
specified: 

(a) “Official certificate'* means any 
form of certification, either written or 
printed, including those defined in 9 52.3, 
used under this part to certify with re¬ 
spect to the inspection, class, grade, 
quality, size, quantity, or condition of 
products (Including the compliance of 
products with applicable specifications). 

<b) “Official memorandum" means 
any initial record of findings made by an 
authorized person in the process of grad¬ 
ing. Inspecting, or sampling pursuant to 
this part, any processing or plant-opera¬ 
tion report made by an authorized per¬ 
son in connection with grading, inspect¬ 
ing. or sampling under this part, and 
any report made by an authorized per¬ 
son of services performed pursuant to 
this part. 

(c) “Official mark" means the grade 
mark, inspection mark, combined form 
of Inspection and grade mark, and any 
other mark, or any variations in such 
marks, including those prescribed in 
5 52.53. approved by the Administrator 
and authorized to be affixed to any 
product, or affixed to or printed on the 
packaging material of any product, 
stating that the product was graded or 
inspected or both, or indicating the ap¬ 
propriate U. 8. grade or condition of the 
product, or for the purpose of maintain¬ 
ing the identity of products graded or 
inspected or both under this part. 

<d> “Official identification" means 
any United States (U. S.) standard des¬ 
ignation of class, grade, quality, size, 
quantity, or condition specified in this 
part or any symbol, stamp, label, or seal 
indicating that the product has been 
graded or inspected and/or indicating 
the class, grade, quality, size, quantity, 
or condition of the product approved by 
the Administrator and authorized to be 
affixed to any product, or affixed to or 
printed on the packaging material of any 
product. 

(e) “Official device" means a stamp¬ 
ing appliance, branding device, stencil, 
printed label, or any other mechanically 
or manually operated tool that is ap¬ 
proved by the Administrator for the pur¬ 
pose of applying any official mark or 
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other Identification to any product or 
the packaging material thereof. 

2. Renumber present 45 52.53, 52.54, 
52.55. 52.56 and 52.67 so that they will 
read, respectively, 55 52.54, 52.55. 52.56. 
52.57 and 52.58. 

3. Insert a new 5 52.53. Immediately 
prior to newly numbered 5 52.54. reading 
as follows: 

9 52.53 Approved identification —(a) 
Grade marks. The approved grade mark 
or identification may be used on con¬ 
tainers. labels or otherwise indicated for 
any processed product that (1) has been 
packed under continuous inspection as 
provided in this part to assure compli¬ 
ance with the requirements for whole- 
somcness established for the raw prod¬ 
uct and of sanitation established for the 
preparation and processing operations, 
and (2) has been certified by an inspec¬ 
tor as meeting the requirements of such 
grade, quality or classification. The 
grade marks approved for use shall be 
similar in form and design to the ex¬ 
amples in Figures 1 through 5 of this 
section. 



Shield using red, white, and blue background 
or other colon appropriate for label. 

Figure 1. 



Shield with plain 
background. 


Figure 3. 

U. S. GRADE A 

Figure 3. 

U. S. CHOICE 

Ficuaa 4. 

U. S. 

GRADE 

B 

Figure 5. 

(b) Inspection marks. The approved 
inspection marks may be used on con¬ 
tainers, labels or otherwise indicated for 
any processed product that (l) has been 
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packed under continuous inspection as 
provided in this part to assure compli¬ 
ance with the requirements for whole- 
so me ness established for the raw prod¬ 
uct and of sanitation established for the 
preparation and processing operations, 
and (2) has been certified by an inspec¬ 
tor as meeting the requirements of such 
quality or grade classification as may be 
approved by the Administrator. The in¬ 
spection marks approved for use shall be 
similar in form and design to the ex¬ 
amples in Figures 6. 7. and 8 of this 
section. 



Statement enclosed 
within a shield. 


Figure 6. 


PACKED UNDER 
CONTINUOUS 
INSPECTION 
OF THE 
U. S. DEPT. OF 
AGRICULTURE 


PACKED BY 


UNDER CONTINUOUS 
INSPECTION OF THE 
U. S. DEPT. OF AGRICULTURE 


Statements without the use of the shield. 


Figure 7. 


Figure 8. 


<c> Combined grade and inspection 
marks. The grade marks set forth in 
paragraph (a) of this section and the 
inspection marks set forth in paragraph 
(b> of this section may be combined into 
a consolidated grade and inspection 
mark for use on processed products that 
have been packed under continuous in¬ 
spection as provided in this part. 

<d> Products not eligible for approved 
identification. Processed products 
which have not been packed under con¬ 
tinuous inspection as provided In this 
part shall not be identified by grade or 
inspection marks, but such products may 
be Inspected on a lot inspection basis 
as provided in this part and identified 
by an authorized representative of the 
Department by stamping the shipping 
cases and inspection certificate(s> cov¬ 
ering such lot(s) with an officially drawn 
sample mark similar in form and design 
to the example in Figure 9 of this section. 


on mm 


NOV 18 1955 

U.S. DEPARTMENT 
OF AGRICULTURE 
WASHINGTON. D.C. 


Ficuie 9. 

4. Delete 5 52.3 (a) and substitute 
therefor the following: 

(a) “Act** means the applicable pro¬ 
visions of the Agricultural Marketing 
Act of 1946 (60 Stat. 1087; 7 U. 8. C. 1621 
et seq.), or any other act of Congress 
conferring like authority. 


(Sec. 205. 60 Suit. 1000. u amended; 7 D. S. C. 
1624) 

Dated: January 18.1956. 

[seal] Roy W. Lennartson, 
Deputy Administrator, 
Marketing Services. 

|P. R. Doc. 56-537; Filed. Jon. 20. 1956; 
8:52 a. m.J 


Chapter VII—Commodity Stabiliza¬ 
tion Service (Farm Marketing 

Quotas and Acreage Allotments), 

Department of Agriculture 

Part 728— Wheat 

Subpart —1955-56 Marketing Year 

COUNTY ACREAGE ALLOTMENTS FOR 1955 
CROP OF WHEAT 

Correction 

In Federal Register Document 55- 
8312. appearing at 20 F. R. 7856, October 
19, 1955. the following changes should 
be made in the tables under i 728.507; 

1. For Butte County. California, the 
first column figure, reading “7.305", 
should read “9,305". 

2. For Fulton County. Indiana, the 
total figure, reading “11.056", should 
read “11.058". 

3. For “Reserve" under Nebraska, the 
total figure, reading “5.827", should read 
"5.826" 

4. For Suffolk County. New York, the 
first column figure, reading “1,774", 
should read “1,744". 

5. For Comanche County. Oklahoma, 
the total figure, reading “55,382". should 
read “55.302". 

6. “Kicwa" County, Oklahoma, should 
read “Kiowa". 

7. “Feard" County, Texas, should read 
“Foard". 

8. For Oldham County. Texas, the 
second column figure, reading "238", 
should read “138", and the total figure, 
reading “61.061“, should read “61.016". 


Chapter IX—Agricultural Marketing 

Service (Marketing Agreements and 

Ordors), Department of Agriculture 

( Navel Orange Reg. 71] 

Part 914 — Navel Oranges Grown tn 

Arizona and Designated Part of Cali¬ 
fornia 

limitation of handling 

$ 914.371 Navel Orange Regulation 
71— (a) Findings. (1) Pursuant to the 
marketing agreement, as ame nded , and 
Order No. 14. as amended (7 CFR Fait 
914; 19 F. R. 2941), regulating the han¬ 
dling of navel oranges grown in Arizona 
and designated part of California, eflec- 
tive September 22, 1953. under the ap¬ 
plicable provisions of the Agricultural 
Marketing Agreement Act of 1937. as 
amended <7 U. 8. C. 601 et seq.). and 
upon the basis of the recommendation 
and information submitted by the Navel 
Orange Administrative Committee, es¬ 
tablished under the said amended mar¬ 
keting agreement and order, and upon 
other available Information, it is hereby 
found that the limitation of handling of 
such navel oranges, as hereinafter pro¬ 
vided. will tend to effectuate the declared 
policy of the act. 

(2) It is hereby further found that it 
is Impracticable and contrary to the 
public interest to give preliminary notice, 
engage in public rule-making procedure, 
and postpone the effective date of this 
section until 30 days after publication 
thereof in the Federal Register (60 SUL 
237; 5 U. 8. C. 1001 et seq.) because the 
time intervening between the date when 
information upon which this section 1* 
based became available and the time 
when this section must become effective 
in order to effectuate the declared policy 
of the act is Insufficient, and a reasonable 
time is permitted, under the circum¬ 
stances, for preparation for such effec¬ 
tive time; and good cause exists for 
making the provisions hereof effective as 
hereinafter set forth. The Navel Orange 
Administrative Committee held an open 
meeting of January 19. 1956. after giv¬ 
ing due notice thereof, to consider supply 
and market conditions for navel oranges 
and the need for regulation; Interested 
persons were afforded an opportunity to 
submit Information and views at this 
meeting; the recommendation and sup¬ 
porting information for regulation dur¬ 
ing the period specified herein was 
promptly submitted to the Department 
after such meeting was held; the provi¬ 
sions of this section, including its effec¬ 
tive time, are Identical with the aforesaid 
recommendation of the committee, and 
information concerning such provisions 
and effective time has been disseminated 
among handlers of such navel oranges; 
It is necessary, in order to effectuate the 
declared policy of the act. to make this 
section effective during the period herein 
specified; and compliance with this sec¬ 
tion will not require any special prepara¬ 
tion on the part of persons subject 
thereto which cannot be completed on or 
before the effective date hereof. 

(b) Order. (1) The quantity of na™ 
oranges grown in Arizona and desig¬ 
nated part of California which may ** 
handled during the period beginning 
12:01 a. m., P. 8. t„ January 22,1956. and 










Saturday, January 21, 1956 

ending at 12:01 a. m. P. s. t. January 29. 
1956. Is hereby fixed as follows: 

(| > District 1: 600.600 cartons: 

<U> District 2: 277.200 cartons: 

(ill) District 3: Unlimited movement; 
(iv) District 4: Unlimited movement. 

(2) Navel oranges handled pursuant 
to the provisions of this section shall be 
subject to any size restrictions applicable 
thereto which have heretofore been 
issued on the handling of such oranges 
and which are effective during the period 
specified herein. 

(3) As used in this section, “handled." 
"District 1." “District 2.” “District 3." 
and 4 District 4“ have the same meaning 
is when used in said amended marketing 
agreement and order; and “carton" 
means the standard one-half orange, 
grapefruit, or lemon box set forth as 
standard container number 58 in section 
828 83, as amended, of the Agricultural 
Code of California. 

(Sec. 5. 49 Stat. 753. ft* amended; 7 U. 8. O. 

108c) 

Dated: January 20,1956. 

IsrALl O. R. Grange. 

Acting Director, Fruit and Veg¬ 
etable Division, Agricultural 
Marketing Service. 

IP R DOC. 50-585: Plied. Jan. 20. 1956; 
11:29 a. m J 


(Grapefruit Reg 235) 

Part 933— Oranges. Grapefruit, and 
Tangerines Grown in Florida 

LIMITATION OF SHIPMENTS 

I 933.765 Grapefruit Regulation 235— 
la) Findings. (1) Pursuant to the mar¬ 
keting agreement, as amended, and 
Order No. 33. as amended (7 CFR Part 
933). regulating the handling of oranges, 
grapefruit, and tangerines grown in the 
State of Florida, effective under the ap¬ 
plicable provisions of the Agricultural 
Marketing Agreement Act of 1937, as 
amended (7 U. 6. C. 601 et seq), and 
upon the basis of the recommendations 
of the committees established under the 
aforesaid amended marketing agreement 
and order, and upon other available in¬ 
formation, it is hereby found that the 
limitation of shipments of grapefruit, as 
hereinafter provided, will tend to effec¬ 
tuate the declared policy of the act. 

12) It is hereby further found that it 
to Impracticable and contrary to the pub¬ 
lic interest to give preliminary notice, 
engage in public rule-making proce¬ 
dure, and postpone the effective date of 
thin section until 30 days after publica¬ 
tion thereof in the Federal Register 
<60 Stat. 237 ; 5 U. S. C. 1001 ct seq.) be¬ 
cause the time intervening between the 
date when information upon which this 
section is based became available and the 
time when this section must become ef¬ 
fective in order to effectuate the declared 
policy of the act is insufficient: a rea¬ 
sonable time is permitted, under the 
circumstances, for preparation for such 
effective time; and good cause exists for 
^king the provision* hereof effective 
n °t later than January 23. 1956. Ship¬ 
ments of grapefruit, grown in the State 
oi Florida, are presently subject to regu- 
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latlon by grades and sizes, pursuant to 
the amended marketing agreement and 
order, and will so continue until Janu¬ 
ary 23. 1956; the recommendation and 
supporting information for continued 
regulation subsequent to January 22. 
1956. were promptly submitted to the De¬ 
partment after an open meeting of the 
Growers Administrative Committee on 
January 17; such meeting was held to 
consider recommendations for regula¬ 
tion, after giving due notice of such 
meeting, and interested persons were af¬ 
forded an opportunity to submit their 
views at this meeting; the provisions of 
this section, including the effective time 
hereof, are identical with the aforesaid 
recommendation of the committee, and 
Information concerning such provisions 
and effective time has been disseminated 
among handlers of such grapefruit; it is 
necessary, in order to effectuate the de¬ 
clared policy of the act, to make this 
section effective during the period here¬ 
inafter set forth so as to provide for the 
continued regulation of the handling of 
grapefruit; and compliance with this 
section will not require any special prep¬ 
aration on the part of persons subject 
thereto which cannot be completed by 
the effective time hereof. 

(b) Order. (1) During the period be¬ 
ginning at 12:01 a. m., e. s. t,. January 
23.1956. and ending at 12:01 a. m.. e. s. t, 
February 6. 1956. no handler shall ship: 

CD Any seeded grapefruit, grown in 
the State of Florida, which are not ma¬ 
ture and do not grade at least U. 8. No. 1 
Russet; 

<U> Any seedless grapefruit, grown in 
Regulation Area I, which are not mature 
and do not grade at least U. S. No. 1 
Russet; 

Oil) Any seedless grapefruit, grown in 
Regulation Area II, which arc not ma¬ 
ture and do not grade at least U. 8. No. 2; 

(iv) Any seedless grapefruit, grown in 
Regulation Area II. which are mature 
and which grade U. 8. No. 2 or U. S. 
No. 2 Bright unless such seedless grape¬ 
fruit (a) are in the same container with 
seedless grapefruit which grade at least 
U. S. No. 1 Russet and (b) arc not in ex¬ 
cess of 50 percent, by count, of the num¬ 
ber of all seedless grapefruit in such 
container; 

(v) Any white seeded grapefruit, 
grown in the State of Florida. which are 
of a size smaller than a size that will 
pack 70 grapefruit, packed in accordance 
with the requirements of a standard 
pack, in a standard nailed box; 

<vi> Any pink seeded grapefruit, 
grown in the State of Florida, which are 
of a size smaller than a size that will 
pack 80 grapefruit, packed in accordance 
with the requirements of a standard 
pack. In a standard nailed box: or 

(vii) Any seedless grapefruit, grown in 
the State of Florida, which are of a size 
smaller than a size that will pock 96 
grapefruit, packed In accordance with 
the requirements of a standard pack, in 
a standard nailed box. 

(2) As used in this section, “handler." 
"ship,” “Growers Administrative Com¬ 
mittee." “Regulation Area 1“ and •'Regu¬ 
lation Area n." shall have the same 
meaning as when used in said amended 
marketing agreement and order: the 
terms “U. 8. No. 1 Russet," “U. S. No. 2" 
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“U. 8. No. 2 Bright," "standard pack." 
and “standard nailed box" shall have the 
same meaning as when used in the re¬ 
vised United States Standards for Flor¬ 
ida Grapefruit Hi 51.750-51.790 of this 
title): and the term “mature" shall have 
the same meaning as set forth in section 

601.16 Florida Statutes. Chapters 26492 
and 28090. known as the Florida Citrus 
Code of 1949. as supplemented by section 

601.17 (Chapters 25149 and 28090> and 
also by section 601.18, as amended on 
June 2. 1955 (Chapter 29760). 

{pec. 5. 49 Stat. 753, as amended; 7 U. 8. C. 
608c) 

Dated: January 18.1956. 

(sealI Floyd F. Hedlund, 

Acting Director , Fruit and Vege¬ 
table Division , Agricultural 
Marketing Service. 

|F. R. Doc. 56*534: Filed, Jan. 20, 1956: 
8:51 a. m.J 


[Orange Reg. 2801 

Part 933— Granges, Grapefruit, and 
Tangerines Grown in Florida 

limitation of shipments 

§ 933.766 Orange Regulation 269— . 
(a> Findings. (1) Pursuant to the mar¬ 
keting agreement, as amen ded, and 
Order No. 33. as amended (7 CFR Part 
933). regulating the handling of oranges, 
grapefruit, and tangerines grown In the 
State of Florida, effective under the 
applicable provisions of the Agricultural 
Marketing Agreement Act of 1937. as 
amended (7 U. S. C. 601 ct seq.), and 
upon the basis of the recommendations 
of the committees established under the 
aforesaid amended marketing agree¬ 
ment and order and upon other available 
information. It Is hereby found that the 
limitation of shipments of all Florida 
oranges, as hereinafter provided, will 
tend to effectuate the declared policy of 
the act. 

(2) It is hereby further found that 
it is impracticable and contrary to the 
public interest to give preliminary no¬ 
tice, engage in public rule-making pro¬ 
cedure, and postpone the effective date 
of this section until 30 days after pub¬ 
lication thereof in the Federal Register 
<60 Stat. 237: 5 U. S. C. 1001 et seq.) 
because the time Intervening between 
the date when information upon which 
this section is based became available 
and the time when this section must 
become effective in order to effectuate 
the declared policy of the act is insuffi¬ 
cient; a reasonable time is permitted, 
under the circumstances, for prepara¬ 
tion for such effective time; and good 
cause exists for making the provisions 
hereof effective not later than January 
23,1956. Shipments of all oranges grown 
in the State of Florida, are presently 
subject to regulation by grades and sizes, 
pursuant to the amended marketing 
agreement and order, and will so con¬ 
tinue until January 23. 1956; the rec¬ 
ommendation and supporting informa¬ 
tion for continued regulation subsequent 
to January 22, 1956, were promptly 
submitted to the Department after an 
open meeting of the Growers Adminis- 
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trative Committee on January 17. 1950. 
such meeting was held to consider recom¬ 
mendations for regulation, after giving 
due notice of such meeting, and inter¬ 
ested persons were afforded an oppor¬ 
tunity to submit their views at this meet¬ 
ing: the provisions of this section. 
Including the effective time hereof, are 
identical with the aforesaid recommen¬ 
dation of the committee, and informa¬ 
tion concerning such provisions and 
effective time has been disseminated 
among handlers of such oranges: it is 
necessary. Ln order to effectuate the 
declared policy of the act, to make this 
section effective during the period here¬ 
inafter set forth so as to provide for 
the continued regulation of the han¬ 
dling of all oranges, and compliance with 
this section will not require any special 
preparation on the part of the persons 
subject thereto which cannot be com¬ 
pleted by the effective time hereof. 

(b) Order . (1) During the period be¬ 

ginning at 12:01 a. m.. c. s. t., January 
23.1956. and ending at 12:01 a. m.. c. s. t.. 
February 6. 1956. no handler shall ship: 

<1) Any oranges. Including Temple 
oranges, grown in the 8tato of Florida, 
which do not grade at least U. 8. No. 1 
Russet; or 

(ii) Any oranges, except Temple or¬ 
anges. grown in the State of Florida, 
which are of a size smaller than a size 
that will pack 288 oranges, packed in 
accordance with the requirements of a 
standard pack, in a standard 1% bushel 
nailed box. 

(2) As used in this section, the terms 
“handler." "ship." and “Growers Admin¬ 
istrative Committee” shall each have the 
same meaning as when used in said 
amended marketing agreement and 
order; and the terms M U. 8. No. 1 Rus- 
set," “standard pack/' and “standard 
1% bushel nailed box” shall have the 
same meaning as when used in the 
United States Standards for Florida Or¬ 
anges and Tangelos ($5 51.1140-51.1186 
of this title. 20 F. R. 7205). 

(Sec. 5. 40 Stat. 763. aa amended: 7 V. S. C. 
608c) - 

Dated: January 18.1956. 

I seal 1 Floyd F. Hedlund. 

Acting Director , Fruit and Veg¬ 
etable Division, Agricultural 
Marketing Service . 

|P R. Doc. 56-635; Piled. Jan. 20. 1956; 

8:61 a. m.J 


(Tangerine Reg. 166| 

Part 933— Oranges. Grapefruit, and 
Tangerines Grown in Florida 

LIMITATION OF SHIPMENTS 

$ 933.767 Tangerine Regulation ISC — 
(a) Findings, (l) Pursuant to the 
marketing agreement, as amended, and 
Order No. 33. as amended (7 CFR Part 
933), regulating the handling of oranges, 
grapefruit, and tangerines grown in 
the State of Florida, effective under the 
applicable provisions of the Agricultural 
Marketing Agreement Act of 1937. as 
amended (7 U. S. C. 601 et seq.), and 
upon the basis of the recommendations 
of the committees established under the 


aforesaid amended marketing agree¬ 
ment and order, and upon other avail¬ 
able information, it is hereby found that 
the limitation of shipments of tange¬ 
rines. as hereinafter provided, will tend 
to effectuate the declared policy of the 
act. 

(2) It is hereby further found that it Is 
impracticable and contrary to the public 
interest to give preliminary notice, en¬ 
gage in public rule-making procedure, 
and postpone the effective date of this 
section until 30 days after publication 
thereof in the Federal Register (60 8tat. 
237: 5 U. 8. C. 1001 et seq.) because the 
time intervening between the date when 
information upon which this section is 
based became available and the time 
when this section must become effective 
in order to effectuate the declared policy 
of the act is insufficient: a reasonable 
time is permitted, under the circum¬ 
stances, for preparation for such effec¬ 
tive time; and good cause exists for 
making the provisions hereof effective 
not later than January 23. 1956. Ship¬ 
ments of tangerines, grown in the State 
of Florida, are presently subject to reg¬ 
ulation by grades and sizes, pursuant to 
the. amended marketing agreement and 
order, and will so continue until Jan¬ 
uary 23. 1956; the recommendation 

and supporting information for contin¬ 
ued regulation subsequent to January 
22, 1956. were promptly submitted to the 
Department after an open meeting of 
the Growers Administrative Committee 
on January 17; such meeting was held 
to consider recommendations for regula¬ 
tion. after giving due notice of such 
meeting, and interested persons were 
afforded an opportunity to submit their 
views at this meeting; the provisions 
of this section, including the effective 
time hereof, are identical with the afore¬ 
said recommendation of the committee, 
and information concerning such provi¬ 
sions and effective time has been dis¬ 
seminated among handlers of such 
tangerines; it is necessary, in order to 
effectuate the declared policy of the act, 
to make this section effective during the 
period hereinafter set forth so as to 
provide for the continued regulation of 
the handling of tangerines; and com¬ 
pliance with this section wiU not require 
any special preparation on the part of 
persons subject thereto which cannot be 
completed on or before the effective 
time hereof. 

<b> Order. (1) During the period 
beginning at 12:01 a. m.. e. s. t.. January 
23.1956, and ending at 12:01 a. m.. c. s. t., 
January 30. 1956, no handler shall ship: 

(0 Any tangerines, grown in the State 
of Florida, that do not grade at least 
U. 8. No. 1 Russet; or 

(11) Any tangerines, grown In the 
State of Florida, that arc of a size smaller 
than the size that will pack 210 tange¬ 
rines, packed in accordance with the re¬ 
quirements of a standard pack, in a 
half-standard box (inside dimensions 
9& x 9& x I9!4 inches; capacity 1,726 
cubic inches). 

(2) As used in this section, “handler." 
“ship.” and “Growers Administrative 
Committee” shall have the same mean¬ 
ing as when used in said amended mar¬ 
keting agreement and order; and the 
terms *'U. 8. No. 1 Russet” and “standard 


pack” shall have the same meaning as 
when used in the revised United 8tates 
Standards for Florida Tangerines 
(55 51.1810 to 51.1836 of this title). 

(Sec. 6. 49 BUt. 753. sa amended; 7 U. B. C. 
608c) 

Dated: January 18, 1956. 

fstALl Floyd F. IIedlund. 

Acting Director . Fruit and Veg¬ 
etable Division, Agricultural 
Marketing Service . 

(P. R. Doc. 66-636; Plied. Jan. 20, 1956; 
8:61 a. m.J 


(Lemon Reg. 625] 

Part 953~Lemons Grown in California 
and Arizona 

LIMITATIONS OF SHIPMENTS 

5 953.732 Lemon Regulation 625— U> 
Findings. (1) Pursuant to the market¬ 
ing agreement, as amen ded, and Order 
No. 53. as amended (7 CFR Part 953; 
20 F. R. 8451). regulating the handling 
of lemons grown in the State of Cali¬ 
fornia or in the State of Arizona, effec¬ 
tive under the applicable provisions of 
the Agricultural Marketing Agreetnent 
Act of 1937, as amended (7 U. 8. C. 
601 et seq.), and upon the basis of 
the recommendation and information 
submitted by the Lemon Administrative 
Committee, established under the said 
amended marketing agreement and 
order, and upon other available infor¬ 
mation. it is hereby found that the lim¬ 
itation of the quantity of such lemons 
which may be handled, as hereinafter 
provided, will tend to effectuate the de¬ 
clared policy of the act. 

(2) It is hereby further found that it 
is impracticable and contrary to the pub¬ 
lic Interest to give preliminary notice, 
engage in public rule-making procedure, 
and postpone the effective date of this 
section until 30 days after publication 
thereof in the Federal Register (60 Stat. 
237; 5 U. S. C. 1001 et seq.) because the 
time intervening between the date when 
information upon which this section is 
based became available and the time 
when this section must become effective 
in order to effectuate the declared policy 
of the act is insufficient, and a reasonable 
time is permitted, under the circum¬ 
stances, for preparation for such effec¬ 
tive time; and good cause exists for mak¬ 
ing the provisions hereof effective as 
hereinafter set forth. Shipments of 
lemons, grown In the State of California 
or in the State of Arizona, are currently 
subject to regulation pursuant to said 
amended marketing agreement and or¬ 
der; the recommendation and support¬ 
ing information for regulation during 
the period specified herein was promptly 
submitted to the Department after an 
open meeting of the Lemon Administra¬ 
tive Committee on January 18. 1956. 
such meeting was held, after giving due 
notice thereof to consider recommenda¬ 
tions for regulation, and interested per¬ 
sons were afforded an opportunity to 
submit their views at this meeting; uj® 
provisions of this section, including 
effective time, arc identical with the 
aforesaid recommendation of the com- 
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mittee, and Information concerning such 
provisions and effective time has been 
disseminated among handlers of such 
lemons; it is necessary, in order to ef¬ 
fectuate the declared policy of the act. 
to make this section effective during the 
period hereinafter specified; and com¬ 
pliance with this section will not require 
any special preparation on the part of 
persons subject thereto which cannot be 
completed by the effective time thereof. 

(b) Order . <1) The quantity of 
lemons grown in the State of California 
or in the State of Arizona which may 
be handled during the period beginning 
it 12:01 a. m.. P. s. t., January 22. 1956. 
tnd ending at 12:01 a. m.. P. a. t, Janu¬ 
ary 29. 1956, Is hereby fixed as follows: 

(1) District 1: 32.550 cartons; 

<ii> District 2: 186,000 cartons; 

(ill) District 3; Unlimited movement. 

(2) As used In this section, “handled/* 
•District 1." “District 2.“ and “District 
3” have the same meaning as when 
used in the said amended marketing 
agreement and order; and “carton** 
means the standard one-half orange, 
trapefruit..or lemon box set forth as 
standard container number 58 in section 
628.83, as amended, of the Agricultural 
Code of California. 

(8*c. 5. 49 8tat. 753. as amended; 7 U. 8. C. 

606c) 

Dated: January 19. 1956. 

[sealI Floyd P. Hedlund. 

Acting Director . Fruit and Vege¬ 
table Division , Agricultural 
Marketing Service . 

I?. R Doc. 56-577: Piled. Jan. 20. 1956; 

8:57 a. m.) 


(Grapefruit Reg. 106| 

Pait 955—Grapefruit Grown in Ari¬ 
zona; in Imperial County, California, 
axd in That Part of Riverside 
County, California, Situated 8outh 
and East of the San Gorgonio Pass 

l-IMITATION OF SHIPMENTS 

I 955.367 Grapefruit Regulation 106~ 
> Findings. (1) Pursuant to the mar¬ 
keting agreement, as amended, and 
Order No. 55, as amended (7 CFR Part 
955). regulating the handling of grape- 
fruit grown in the State of Arizona; in 
fnipertal County. California, and in that 
Pjrt of Riverside County. California, 
wtuated south and east of the San Qor- 
ienlo Pass, effective under the applicable 
Provisions of the Agricultural Marketing 
Agreement Act of 1937, as amended (7 
u ; 8. C. 601 et seq.>. and upon the basis 
or the recommendations of the Adminis¬ 
trative Committee (established under the 
aforesaid amended marketing agreement 
order), and upon other available 
information, It Is hereby found that the 
“nutation of shipments of grapefruit, as 
Hereinafter provided, will tend to effcc- 
wtate the declared policy of the act 
<2) it is hereby further found that it 
“ /^practicable and contrary to the 
Public interest to give preliminary no- 
e ngage In public rule-making pro- 
^oure. and postpone the effective date 
t this section until 30 days after publi- 
caUcm thereof in the Federal Register 


(60 Stat. 237; 5 U. 8. C. 1001 et seq.) be¬ 
cause the time intervening between the 
date when information upon which this 
section is based became available and 
the time when this section must become 
effective in order to effectuate the de¬ 
clared policy of the act is insufficient: 
a reasonable time is permitted, under 
the circumstances, for preparation for 
such effective time: and good cause ex¬ 
ists for making the provisions hereof 
effective not later than January 22, 
1956. Shipments of grapefruit, grown as 
aforesaid, have been subject to regulation 
by grades and sizes, pursuant to the 
amended marketing agreement and or¬ 
der, since October 9, 1955. and will so 
continue until January 22, 1956; the 
recommendation and supporting infor¬ 
mation for continued regulation subse¬ 
quent to January 21. 1956. were prompt¬ 
ly submitted to the Department after 
an open meeting of the Administrative 
Committee on January 12; such meet¬ 
ing was held to consider recommenda¬ 
tions for regulation, after giving due 
notice of such meeting, and inter¬ 
ested persons were afforded an oppor¬ 
tunity to submit their views at this 
meeting; the provisions of this section. 
Including the effective time thereof, arc 
identical with the aforesaid recommen¬ 
dation of the committee and Information 
concerning such provisions and effective 
time has been disseminated among han¬ 
dlers of such grapefruit; it is necessary, 
in order to effectuate the declared policy 
of the act. to make this section effective 
during the period hereinafter set forth 
so as to provide for the continued regula¬ 
tion of the handling of grapefruit; com¬ 
pliance with this section will not require 
any special preparation on the part of 
persons subject thereto which cannot be 
completed by the effective time thereof. 

<b> Order. (1) During the period be¬ 
ginning at 12:01 a. m, P. s. i, January 22. 
1956. and ending at 12:01 a. m.. P. s. t., 
February 12. 1956, no handler shall ship: 

(i> Any grapefruit of any variety 
grown In the State of Arizona; in Impe¬ 
rial County. California: or in that part of 
Riverside County. California, situated 
south and east of the San Gorgonio Pass 
unless such grapefruit grade at least U. S. 
No. 2; or 

<il> From the State of California or 
the State of Arizona (a) to any point 
outside thereof in the United States, any 
grapefruit, grown as aforesaid, which are 
of a size smaller than 3 Hi* inches in 
diameter, or (6) to any point in Canada, 
any grapefruit, grown as aforesaid, which 
are of a size smaller than 3S« inches in 
diameter (“diameter” in each case to be 
measured midway at a right angle to a 
straight line running from the stem to 
the blossom end of the fruit), except that 
a tolerance of 5 percent, by count, of 
grapefruit smaller than the foregoing 
minimum sizes shall be permitted which 
tolerance shall be applied in accordance 
with the provisions for the application of 
tolerance, specified in the revised United 
States Standards for Grapefruit (Cali¬ 
fornia and Arizona), 51.925 to 51.955 

of this title: Provided, That, in deter¬ 
mining the percentage of grapefruit in 
any lot which arc smaller than 3 l ^« 
Inches in diameter, such percentage shall 
be based only on the grapefruit in such 


lot which are of a size 4?iq inches in 
diameter and smaller; and in determin¬ 
ing the percentage of grapefruit in any 
lot which are smaller than 3*in Inches in 
diameter, such percentage shall be based 
only on the grapefruit in such lot which 
arc of a size 3 l %c inches in diameter and 
smaller. 

(2) As used in this section, “handler,** 
“variety,** “grapefruit/* and “ship” shall 
have the same meaning as when used in 
said amended marketing agreement and 
order: and the term **U. 8. No. 2“ shall 
have the same meaning as when used In 
the revised United States Standards for 
Grapefruit (California and Arizona), 
13 51.925 to 51.955 of this title. 

(8fc 5, 49 StAt. 753. M amended; 7 U, 8. O. 
606c) 

Dated: January 18, 1956. 

(seal! Floyd F. Hedlund. 

Acting Director , Fruit and Vege¬ 
table Division , Agricultural 
Marketing Service . 

|F. R. Doc. 56-612; Filed. Jan. 20. I960; 

8:47 a. m | 


(992.310 Arndt. 31 

Part 992— Irish Potatoes Grown in 
Washington 

limitation of shipments 

Findings, (a) Pursuant to Market¬ 
ing Agreement No. 113 and Order No. 
92 (7 CFR Part 992). regulating the han¬ 
dling of Irish potatoes grown In the 
State of Washington, effective under the 
applicable provisions of the Agricultural 
Marketing Agreement Act of 1937, as 
amended (48 Stat. 31, as amended; 7 
U. 8. C 601 et seq.), and upon the basis 
of the recommendation and Information 
submitted by the State of Washington 
Potato Committee, established pursuant 
to said marketing agreement and order, 
and upon other available information, it 
Is hereby found that the amendment to 
the limitation of shipments, as herein¬ 
after provided, will tend to effectuate 
the declared policy of the act. 

(b> It is hereby found that it is im¬ 
practicable and contrary to the public 
interest to give preliminary notice, en¬ 
gage in public rule making procedure, 
and postpone the effective date of this 
amendment until 30 days after publica¬ 
tion in the Federal Register (5 U. S. C. 
1001 et seq.) in that (i) the time inter¬ 
vening between the date when informa¬ 
tion upon which this amendment Is based 
became available and the time when this 
amendment must become effective in 
order to effectuate the declared policy 
of the act is insufficient, <li) more orderly 
marketing in the public interest, than 
would otherwise prevail, will be promoted 
by regulating the shipment of potatoes, 
in the manner set forth below, on and 
after the effective date of this amend¬ 
ment, (ill) compliance with this amend¬ 
ment will not require any special prepa¬ 
ration on the part of handlers which 
cannot be completed by the effective 
date, (iv) reasonable time is permitted, 
under the circumstances, for such prepa¬ 
ration, (v) Information regarding the 
committee's recommendations has been 
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made available to producers and han¬ 
dlers In the production area, and <vi> 
this amendment relieves restrictions on 
the handling of potatoes grown In the 
production area. 

Order, as amended. The provisions of 
fi 992.310 (b) (1) (Federal Register Juno 
22. 1955: 20 F. R. 4366: August 5. 1955; 
20 F. R. 5627: August 24. 1955: 20 F. R. 
6153) are hereby amended as follows: 

<b> Order. (1) During the period 
from January 23. 1956. to May 31, 1956, 
both dates inclusive, no handler shall 
ship potatoes of any variety unless such 
potatoes are “fairly clean** and such po¬ 
tatoes meet the requirements of U. 8. No. 
2 grade and are of a size not smaller than 
6 ounces minimum weight: Provided , 
That any such potatoes meeting the re¬ 
quirements of the U. 8. No. 1 or U. S. 
Commercial grade may be shipped if such 
potatoes are of a size not smaller than 
2 inches minimum diameter or 4 ounces 
minimum weight, as such terms, grades, 
and sizes are defined In the United States 
Standards for Potatoes (55 51.1540 to 
51.1559 of this title). including the tol¬ 
erances set forth therein. 

(Sec. 5. 49 8tat. 753. as amended; 7 U. S. C. 
608c) 

Done at Washington, D. C.. this 18th 
day of January 1956 to become effective 
January 23.1956. 

TskalI Floyd F. Bedlund, 

Acting Director ; 
Fruit and Vegetable Division. 

IF. n Doc. 56-513: Piled. Jan. 20. 1950: 
8:47 a. m.j 


TITLE 10—ATOMIC ENERGY 

Chapter I—Atomic Energy 
Commission 

Part 55—Operators’ Licenses 
Correction 

In Federal Register Document 56-1, 
published at page 6 of the January 4. 
1956, issue, the following changes should 
be made: 

1. The citation of authority preceding 
S 55.1 should read: 

Authority : 11 55.1 to 55.60 Inued tinder 
•ec. 161. 68 Stat. 948; 42 U. 8. C. 2201. Inter¬ 
pret or apply sec. 107, 68 8tat. 930: 42 U. S. O. 
2137. For the purposes of sec. 223. 68 Stat. 
958; 42 U. 8. C. 2273. f 55.2 <b) issued under 
sec 1611, 68 8tat. 948; 42 U. 8. C. 2201 (1). 

2. The parenthetical authority cita¬ 
tion following fi 55.2 Is deleted. 


TITLE 6—AGRICULTURAL CREDIT 

Chapter III—Farmers Home Adminis¬ 
tration, Department of Agriculture 

SwbcHapUr E—Account Servicing 

Part 364 —Settlement 

RESTRICTION ON APPROVING SETTLEMENTS 
OP STATE RURAL REHABILITATION CORPO¬ 
RATION INDEBTEDNESS 

Section 364.8 (f). Title 6. Code of Fed¬ 
eral Regulations (18 F. R. 3516). is re¬ 


vised to provide thnt settlement actions 
on Arkansas Rural Rehabilitation cor¬ 
poration Indebtedness require prior ap¬ 
proval of the Corporation and to read as 
follows: 

fi 364.8 State Office handling . • • • 
(f) State Directors may not compro¬ 
mise, adjust, or cancel claims of the 
Arkansas. North Carolina, or Wisconsin 
Rural Rehabilitation Corporation with¬ 
out prior written approval of the Cor¬ 
pora tiom 

(R. 8. 181. WX5. 41 (1). 60 Stat. 1068, wc. 1. 58 
Stat. 836, *cc. 1. 63 Slat. 43; 5 U. 8. C. 22, 7 
U. 3. C. 1015 (t). 12 U. S. C. 1150. 1148a-l. 
Interpret* or appllea *ec. 1. 63 Stat. 43. aec. 
41 (g). 60 Stat. 1065. arcs. 1, 2. 56 Slat. 830. 
sec. 2 <f>. 64 Stot. 99; 12 U. S. C. 1148n 1. 7 
U. S. C. 1015 (g). 12 U. S. C. 1150-1150a. 40 
U. 8. C. 440 (1)) 

Dated: January 17, 1956. 

(seal! R. B. McLeaish, 

Administrator. 

Farmers Home Administration . 

IF. XL Doc. 56-539; Filed, Jan. 20. 1956; 
8:52 a. m.| 


TITLE 33—NAVIGATION AND 
NAVIGABLE WATERS 

Chapter II—Corps of Engineers, 
Department of the Army 

Part 204— Dancer Zone Regulations 

ATLANTIC OCEAN, DELAWARE 

Pursuant to the provisions of section 
7 of the River and Harbor Act of August 
8. 1917 (40 Stat. 266; 33 U. S. C. X) and 
Chapter XIX of the Army Appropria¬ 
tion Act of July 9, 1918 (40 Stat. 892; 33 
U. S. C. 3). § 204.25 (b) (2) is hereby 
amended prescribing the periods during 
1956 when firing may be conducted from 
Rehoboth and Bethany Beach ranges 
into the firing areas in the Atlantic 
Ocean, such amendment to be In effect 
on its publication In the Federal Reg¬ 
ister, as follows; 

fi 204.25 Atlantic Ocean off Delaware 
coast; antiaircraft artillery firing areas. 
Second Army. • • • 

(b) The regulations. • • • 

<2) Firing In the various areas will 
take place on certain days other than 
Saturdays. Sundays, and national holi¬ 
days, as listed in public notices to be 
issued about January 1 of each year by 
the District Engineer, Corps of Engi¬ 
neers, Philadelphia. Pennsylvania. 

Not*: Firing In the Yiulotui areas la sched¬ 
uled for the foUowlng days In 1956 (all dates 
inclusive): 

* January 2 to 6. 9 to 13. 16 to 20. 23 to 27. 
30. 31. 

* February l to 3, 6 to 10. 13 to 17. 30. 21. 
23. 34. 27 to 29. 

March L 2, 5 to 9. 12 to 16. 19 to 23. 26 
to 30. 

April 2 to 6. 9 to 13. 16 to 20. 23* to 27. 30. 

May 1 to 4. 7 to 11, 14 to 18. 21 to 25. 28. 
29.31. 


* Dotes Indicated are to be utilised In the 

event there should be a need for firing dur¬ 

ing January and February. 


July 2, 3. 5. 6, 9 to 13, 16 to 20. 23 to 27, 

30. 31. 

August 1 to 3, 0 to 10, 13 to 17. 20 to 24. 
27 to 31. 

October 1 to 5. 8 to 12, 15 to 19. 22 to 26 , 
29 to 81. 

November 1, 2. 5 to 9, 12 to 16, 19 to 21, 
23. 26 to 30. 

December 3 to 7. 10 to 14. 

• • • • • 

(Regs., 9 January 1056. 800.2121 (Atlantic 
Ocean Del.)—ENGWOJ (40 Stat. 26G; B'J2, 
33 U. 8. C. 1,3) 

f seal! John A. Klein, 

Major General . U. S. Army . 

The Adjutant General. 

IF. R. Doc. 56-505: Filed, Jan. 20. 1956; 
8:46 a. m. 


TITLE 14—CIVIL AVIATION 

Chopler I—Civil Aeronautics Board 

SubtHapler A—Civil Air Regulations 
(Supp. 321 

Part 42 —Irregular Air Carrier and 
O rr-RouTE Rules 

persons authorized to conduct equip¬ 
ment AND INSTRUMENT CHECKS 

The question has been raised a s to 
whether or not a pilot-in-cotnmnml or 
other pilot, newly employed by an ir¬ 
regular air carrier, must receive a six- 
month equipment check from the check 
pilot of the company by which he is being 
employed, even though he had success¬ 
fully completed, within the previous six 
months, on equipment check given by 
the company check pilot of another air 
carrier. A similar problem is also in¬ 
volved in regard to the six-month instru¬ 
ment check required for a piiot-in-ewn- 
mand. Therefore, the foUowlng CAA 
interpretation is adopted to indicate 
clearly which persons are authorized to 
conduct the equipment and instrument 
checks required by fi 42.44 of this part 

fi 42.44-5 Persons from whom the 
equipment and instrument checks must 
be received iCAA interpretations which 
apply to fi 42.44). (a) “An authorized 

representative of the Administrator ’ as 
used in this section means a CAA Avia¬ 
tion Safety Agent. 

(b) *'A check pilot of the air carrier" 
as used in this section means a check 
pilot of the air carrier by which the pilot 
is presently employed. Therefore, checks 
given to a pilot by the check pilot of a 
previous employer within the preceding 
six months do not satisfy the experience 
requirements of subparagraphs <2) and 
(3) of 8 42.44 (a). 

(Sec. 205. 52 SUt. 984. 49 V. 8. C. 425, 
Interpret or apply tec. 60f, 62 Stat. 1007. ** 
amended; 49 U. S. C. 551) 

This supplement shall become effective 
upon publication in the Federal 
Register. 

[seal! S. A. Kemp. 

Acting Administrator 
of Cirdl Aeronautics. 

|F. R. Doc. 56-506: Filed. Jan. 20. 1*** 
8:45 a. m.J 






























































laiuusx] <3HcsTig Hi! 


452 


RULES AND REGULATIONS 






































































Saturday. January it, 1950 


FEDERAL REGISTER 



451 















































































VOB St 


454 


RULES AND REGULATIONS 












































































































































456 


RULES AND REGULATIONS 
















N 9t 

\ i i 

, cf 

1 ,« 

13 

! ii 

n 

i n 

. I| 

i! 1 

| 

: 

! 

! ! ! 

J?5 

; g 

1 « H 

itt 

?? 

i 53 9 


































































































































































































458 

These procedures shall become effec¬ 
tive on the dates Indicated in Column 1 
of the procedures. 

<S«c. 206. 52 Stat. 9B4. as amended: 49 U. S. C- 
425. Interpret or apply sec. 601, 52 Stat. 
1007, as amended; 49 U. 3. C. 551) 

i seal 3 C. J. Lowrw, 

Administrator of Civil Aeronautics. 

|F. R. Doc. 56-327; Filed. Jan. 20. 1956; 
8:45 a. m ] 


TITLE 16—COMMERCIAL 
PRACTICES 

Chapter I—Federal Trade Commission 

(Docket 6387| 

Part 13— Digest or Cease and Desist 
Orders 

AMERICAN ANTIMONY CO. 

Subpart— Advertising falsely or mis¬ 
leadingly: f 13 30 Composition of goods ; 
6 13.125 Limited offers or supply: 9 13.155 
Prices: Forced or sacrifice sales; usual 
as reduced, special, etc. 9 13.175 Quality 
of product or service: 9 13.205 Scientific 
or other relevant facts . Subpart—Afis- 
representing oneself and goods— prices: 
9 13.1813 Forced or sacrifice sales; 
913.1825 Usual as reduced or to be in- 
creased . 

(Sec. 6, 38 Stat. 721: 15 U. S. C. 46. Interpret* 
or applies aec. 5. 38 Stat. 719. a* amended: 
15 U. S. C. 45) (Ceaoe and deaUt order. 
American Antimony Company. Los Angeles. 
Calif.. Docket 6387, January 6. 19561 

In the Matter of Sol Barnett , an Indi¬ 
vidual, Trading as American Antimony 

Company 

Tills proceeding was heard by J. Earl 
Cox, hearing examiner, upon the com¬ 
plaint of the Commission—which 
charged a seller of household paints with 
falsely advertising in newspapers, etc., 
that he was forced to sell a limited 
amount of high-grade paint at a special 
reduced price—and an Agreement be¬ 
tween the parties providing for the en¬ 
try of a consent order. 

Upon this basis, the hearing examiner 
made his initial decision and order to 
cease and desist, which, by the Commis¬ 
sion's order of January 6, 1956, became 
the "Decision of the Commission". 

The order to cease and desist Is as 
follows: 

It is ordered , That respondent, Sol 
Barnett, an Individual trading as Ameri¬ 
can Antimony Company, or trading un¬ 
der any other name, and his agents, 
representatives and employees, directly 
or through any corporate or other de¬ 
vice. in connection with the offering for 
sale, sale or distribution of interior or 
exterior ’ paint, in commerce, as •‘com¬ 
merce'* is defined in the Federal Trade 
Commission Act, do forthwith cease and 
desist from representing, directly or by 
Implication: 

1. That respondent has only a limited 
amount of paint available for sale; 

That respondent is forced to sell his 
paint: 

3. That the paint offered for sale is 
expensive, superior, or high grade paint 
or is Identical to nationally sold paints 
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selling at a higher price than that 
charged by respondent; 

4. That the base of respondent's point 
consists of the best grade of titanium; 

5. That respondent's paint is a lin¬ 
seed oil paint, unless and until the major 
constituent in the vehicle of said paint 
consists of linseed oil: 

6. That the price at which respond¬ 
ent's point is offered for sale is a special 
or reduced price unless such price is sub¬ 
stantially lower than his customary and 
usual price for the same paint. 

By said "Decision of the Commission", 
report of compliance was required as 
follows: 

It is ordered . That respondent Sol Bar¬ 
nett, an Individual trading as American 
Antimony Company, shall, within sixty 
(60> days after service upon him of this 
order, file with the Commission a report 
in writing setting forth in detail the 
manner and form in which he has com¬ 
plied with the order to cease and desist. 

Issued: January 6.1956. 

By the Commission. 

(seal] Robert M. Parrish, 

Secretary . 

(F. R. Doe. 56-528: Filed, Jaa. 20. 1056; 

8 :49 a. m.| 


(Docket 6370) 

Part 13— Digest or Cease and Desist 
Orders 

MAGNESIUM COMPANY OF AMERICA, INC. 

Subpart— Discriminating in price un¬ 
der section 2, Clayton Act, as amended— 
Price discrimination under 2 (a): 

9 13.725 Cumulative quantity discounts 
and schedules; i 13.755 Pooling orders 
of chain stores and buying groups ; 
9 13.770 Quantity rebates or discounts . 

<8cc. 6, 38 Stat. 721; 15 U. 8 C. 46. Inter¬ 
pret* or applies sec. 5. 38 Stat. 719. as amend¬ 
ed: 16 U. 8. C. 45) (Cease and desist order, 
Magnesium Company of America, Inc., East 
Chicago, Iud .. Docket 6370, January 6. 1956] 

This proceeding was heard by James 
A. Purcell, hearing examiner, on tho 
complaint of the Commission—charging 
one of the largest manufacturers of 
dockboards in the country, with annual 
gross sales approximating $4,000,000 for 
all its material handling equipment, in¬ 
cluding magnesium dockboards. loading 
ramps, hand trucks, barrel skids, etc., 
with violating section 2 (a) of the Clay¬ 
ton Act by discriminating in price be¬ 
tween different purchasers through use 
of a system of quantity and dollar vol¬ 
ume discounts—and an agreement be¬ 
tween the parties providing far the entry 
of a consent order. 

On this basis, the hearing examiner 
made his initial decision and order to 
cease and desist, which, by the Commis¬ 
sion's order of January 6. 1956. became 
the ' Decision of the Commission". 

Said order to cease and desist is as 
follows: 

It is ordered. That the respondent, 
Magnesium Company of America (In¬ 
corporated), a corporation and its 
officers, representatives, agents and em¬ 


ployees. directly or through any corpo¬ 
rate or other device, in connection with 
the sale or distribution of material han¬ 
dling equipment in commerce, as “com¬ 
merce" is denned in the aforesaid Clay- 
ton Act, do forthwith cease and demist 
from: 

1. Discriminating in price, directly or 
indirectly, in the sale of its material 
handling equipment of like grade and 
quality, including dockboards, loading 
ramps, hand trucks, or any other prod¬ 
uct, by the use of a cumulative discount 
or rebate or other allowance or device 
granted to one purchaser or group over 
that granted to any other purchaser 
where respondent, in the sale of such 
material handling equipment, is in com¬ 
petition with any other seller. 

By said "Decision of the Commission", 
report of compliance was required as fol¬ 
lows: 

It is ordered, That the respondent 
herein shall, within sixty (60* days after 
service upon it of this order, fUc with 
the Commission a report in writing set¬ 
ting forth In detail the manner and form 
in which it has complied with the order 
to cease and desist. 

Issued: January 6. 1956. 

By the Commission. 

( seal ] Robert M. Parrish, 

Secretary. 

(F. R. Doc. 56-529; Plied, Jab. 20, 1956; 

8:50 a. m.| 


TITLE 32— NATIONAL DEFENSE 

Chapter I—Office of the Secretory of 
Defense 

Sub<hapf«r M—Mit<*lloncout 

Part 141— Solicitation or Commercial 
Life Insurance on Military Installa¬ 
tions 

This part supersedes Part 141 of this 
chapter. 

See. 

141.1 Purpose and scope. 

141.2 Applicability. 

141.3 Policy. 

141.4 Minimum requirements. 

141.6 SupcrvUion of solidUtion. 

141.6 Use of the allotment system. 

141.7 Withdrawal of solicitation privilege. 

Authority: || 141.1 to 141.7 Issued under 
•ec. 202. 61 Stat. 500. as amended; 6 U. 8. C. 
171a. 

1141.1 Purpose and scope. The pur¬ 
pose of this part is to establish Depart¬ 
ment of Defense policy with respect to 
the solicitation of members of the Armed 
Forces for purchase of commercial life 
insurance and to adopt regulative pro¬ 
cedures to protect them from exploita¬ 
tion in such transactions. 

9 141.2 Applicability. The provisions 
of this part are applicable within each or 
the military departments at all military 
installations world-wide. 

9 141.3 Policy —(a) General . The so¬ 
licitation or transaction of any pn** 1 * 
business on any military installation is 
privilege. The control of all commercial 
activities, including sale of life insurance 
by companies or their agents, U » rt ~ 
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feasibility of Command. This Com¬ 
mand responsibility is vested in the in¬ 
stallation commander within such imple¬ 
menting regulations as may be further 
prescribed by the military departments. 
Department regulations will Include nec¬ 
essary provisions tor the security of bases 
and installations* 

(b> Withdrawal of privilege. In the 
event companies or their agents vitiate 
tbe restrictions and regulations con¬ 
tained in this part, or in service regula¬ 
tions, the agent or agents and the com¬ 
pany they represent may have the privi¬ 
lege to solicit on military Installations 
withdrawn. 

<c> Solicitation on installations within 
the continental limits of the United 
States and its territories. Commanders 
of installations over which exclusive ju¬ 
risdiction has been ceded to the United 
8Utes will not permit solicitation by the 
representative of any commercial com¬ 
pany unless botli the company and its 
agents are properly licensed by any one 
of the states, the territories or the Dis¬ 
trict of Columbia, Where the state has 
retained exclusive or concurrent Juris¬ 
diction over any part of the installation, 
the company and its agents must qualify 
under the laws of that particular state 
u> be eligible to solicit on the installa¬ 
tions. 

<d> Accreditation of companies apply - 
rip lor permission to solicit overseas . 
Effective July 1, 1956, the Department of 
Defense will annually accredit companies 
authorized to solicit on mUitary installa¬ 
tions overseas. Application for accredi¬ 
tation will be received only during the 
Period May 1 to June 30 of each year. 
Accreditation will be valid for one year 
only unless sooner withdrawn. 

<e> Solicitation overseas. Agents will 
not be privileged to solicit insurance on 
military Installations outside the United 
States unless the company they repre- 
*nt has been accredited by the Depart¬ 
ment of Defense and the agent's name 
appears on the list of authorized agents 
submitted to the Department of Defense 
by the company accredited. 

<f) Counselling. All Commanders are 
responsible for the counselling of person¬ 
nel under their command concerning the 
Purchase of life Insurance. It should be 
woroushly explained that such a trans¬ 
action is intended to continue over a pe- 
of years. Further, that, if the in- 
l iS ance 1* allowed to lapse, the 

toaivtdual may not recover more than a 
nominal amount of the premiums paid, 
commanders insure that such 

“^sacUons are entered into in good 
f m! on * y after a full understanding 
^ the agreement by the military mem- 

J 141.4 Attaint urn rcqwiremenfs for 
^Pflniwondflflcsti—(a) Qualification 
J nt le H} en ^ $ * v companies. The Com¬ 
manding Officer will require each com- 
applying which he authorizes to 
j/ 1 ™ his installation to submit a 
torlzed letter signed by the President 
♦ vice President of the company: 

Listing all policies together with 
th rr ro 1 na numbers and a statement 
the policies listed are to be 
•♦• red on the military installation and 

No. 14-1 


that such policies comply with paragraph 
(b) of tliis section. 

(2) Indicating the name of the agent 
authorized to solicit for the company and 
that the company assumes full responsi¬ 
bility for the actions of the agent named. 

<b> Minimum policy requirements. 
The minimum requirements for insur¬ 
ance policies offered by companies and 
their agents soliciting military personnel 
on all military installations are: 

(1) Reserves at least equal to those 
produced by the Commissioners Reserve 
Valuation Method as defined in the 
Standard Valuation Law when calcu¬ 
lated according to the Commissioners 
1941 Standard Ordinary Mortality Table 
with interest at a rate not in excess of 
3^ per cent per annum. 

(2) Policies must provide cash and 
non-forfeiture values at least equal to 
the minimum values required by the 
Standard Non-Forfeiture law as ap¬ 
proved by the National Association of 
Insurance Commissioners at its Decem¬ 
ber 1942. meeting. 

(3) Policies must comply with the in¬ 
terpretations of the ‘ Working Commit¬ 
tee on Standard Non-Forfeiture and 
Valuation Laws of Life Insurance Com¬ 
mittee, National Association of Insur¬ 
ance Commissioners'* (commonly known 
as the Hooker Committee). 

(4) The existence of exclusion or re¬ 
strictive clauses or provisions, including 
War Clauses. Geographic Limitations. 
Aviation Exclusion Provisions, must be 
plainly indicated on the face of the 
policy. 

(5) Literature referring to dividends 
must indicate that the dividends are 
estimates and not guaranteed. 

$ 141.5 Supervision of solicitation — 
(a) Command supervision. The military 
departments will Issue such regulations 
as may be necessary to insure that so¬ 
licitation on military installations is 
properly supervised and controlled. As 
a minimum, the regulation in this part 
should prohibit such unauthorized prac¬ 
tices as solicitation of recruits or 
trainees and personnel at ports of em¬ 
barkation departing overseas, solicita¬ 
tion of “mass'* or “captive" audiences 
and sharp practices involving rebates or 
elimination of full competition. Military 
personnel on active duty arc expressly 
prohibited from representing any insur¬ 
ance company. An official identification 
card will not be used to gain entrance to 
a military Installation in furtherance of 
any commercial enterprise. 

<b> Information to he required of 
agents. For each sale, life Insurance 
agents must leave with the applicant 
and the Commander the following In¬ 
formation regarding the proposed sale: 

(1) Name and address of company. 

(2) Nome and address of agent 

(3) Type of policy. 

(4) Amount of life Insurance. 

(5) Premium. 

<6> Full name of person insured. 

<7) Death benefit, guaranteed cash 
value, extended insurance, pure endow¬ 
ment (if any) at the end of the first to 
fifth years Inclusive and the tenth, fif¬ 
teenth and twentieth years. 
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(8) List of all exclusion provisions 
which might be incorporated In the pol¬ 
icy. such as war. aviation, etc. 

<c> Limitation. Solicitation will be 
on an individual basis, preferably by 
appointment, and in a specific location 
or locations and at specified times desig¬ 
nated by the installation commander for 
the transaction of insurance solicitation* 

(d> Installation regulations. Com¬ 
manders may issue regulations govern¬ 
ing solicitation on their installations. 
When a commander prescribes addi¬ 
tional safeguards which require com¬ 
panies to meet more restrictive require¬ 
ments than contained in service regula¬ 
tions, such additional requirements or 
restrictions shall first be reviewed and 
confirmed by the respective military 
departments. 

ce) Statement by agent. Prior to be¬ 
ing allow r ed the prtvilege of solicitation, 
the agent will be furnished a copy of the 
applicable Insurance regulations, and 
will be required to Indicate In writing 
that he has read the regulations, under¬ 
stands them, and further understands 
that any violation of the regulations may 
result in the withdrawal of the privilege 
of solicitation. 

4 141.6 Use of the allotment system. 
(a) The allotment system is a conven¬ 
ience, not to be exploited. Its use is 
permitted only to provide the individual 
with a ready means of guaranteeing con¬ 
tinuance of his protection under adverse 
circumstances. 

(b) The official use of allotment 
authorization forms reproduced by a 
non-federal agency or any official form 
bearing an overprint is prohibited. 
Personnel officers and disbursing officers 
will not certify any such forms. 

(c) Agents shall not be permitted to 
have allotment forms In their possession. 

<d> An Interval of at least seven days 
must elapse between the date an Insur¬ 
ance application is' signed and certifica¬ 
tion of on allotment for the payment of 
premium is made. Allotments for com¬ 
mercial life Insurance initiated by en¬ 
listed personnel will be completed prior 
to signature. They will then be re¬ 
ferred to an officer familiar with insur¬ 
ance matters for personal counselling 
and then processed In accordance with 
pertinent regulations. 

<e) Service personnel Initiating com¬ 
mercial life insurance allotments will 
record policy numbers on the allotment 
request. The Initial payment notice to 
the insurance company will indicate the 
policy number. 

4 141.7 Withdrawal of solicitation 
privilege, (a) An installation com¬ 
mander may suspend an agent for any 
period. When an installation com¬ 
mander finds such action necessary, the 
agent and the company will be promptly 
notified. 

<3> An installation commander may 
also ban an agent from soliciting for 
serious or repeated infractions of regula¬ 
tions. ' When such action is taken, in ad¬ 
dition to notifying the agent and com¬ 
pany a detailed report will be submitted 
to the military department concerned. 

(b> The withdrawal of the soliciting 
privilege should be resorted to only for 
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pood and sufficient reasons. The depart¬ 
ment concerned will insure that com¬ 
plete investigation Is made. Final action 
to ban an agent from soliciting on all 
installations within the command rests 
with the military departments within 
the Continental United States and with 
the theater commander overseas. When 
such action is taken the agent, the com¬ 
pany he represents, the State Commis¬ 
sioner under whose license the agent op¬ 
erates. the other military departments, 
and the Department of Defense will be 
notified. 

tc) For serious or repeated violations 
a commander may suspend a company. 
Where such action is Instituted, the mili¬ 
tary department concerned will be 
promptly notified. The military depart¬ 
ment will promptly forward detailed in¬ 
formation to the Department of Defense. 
Companies may be permanently pro¬ 
hibited from soliciting on military in¬ 
stallations only by Department of De¬ 
fense action. 

Cartes L. Burgess, 
Assistant Secretary of Defense 
{Manpower. Personnel <& Reserve ). 

January 17. 1956. 

|F R. Doc. 66-504: Filed. Jan. 20. 1056; 

6:45 a.m. | 


TITLE 32A—NATIONAL DEFENSE, 
APPENDIX 


[Defense Mobilization Order VII-6. 8ujr 6] 
DMO VU-6 —Expansion Goals 


Chopfer I—Office of Defense 
Mobilization 


ELECTRIC POWER. HIGH VOLTAGE SWITCH¬ 
GEAR, AND DISTRIBUTION TRANSFORMS s 


(Defense Mobilization Order VII-6. Supp. 5J 
DMO VII-6 —Expansion Goals 

SUBSTITUTES FOR STRATEGIC NATURAL MICA 

1. Defense Mobilization Order VII-6, 
dated December 3. 1953 <18 F. R. 7876) is 
supplemented by adding to List HI. Open, 
the following new expansion goal: 


Otxtf 

Titlo 

Dr basts 

No. 

•Ecncy 

238 

Substitutes foe SUmtrffc Natu¬ 

Intrfkir. 


ral Mb. 



2. This supplement shall be effective 
on January 12. 1956. 

Office of Defense 
Mobilization. 

Arthur S. Flemming, 

Director. 


1. Defense Mobilization Order VII-6, 
dated December 3. 1953 <18 F. R. 7876t 
Is supplemented as follows: 

The following expansion goals arc 
hereby transferred from List m. Open 
to List I. Closed: 


floal 

Tide 

Driers* 

No. 

Sfcnry 

IS 

Electric Power.—... 

Inferior 

m 

High VoKn** $wUe»i*w. 

Comnn rev. 

a 

TiunKformcr*. Distribution..^. 

Comnu r »-, 


2. This supplement shall be effccthe 
January 1, 1956. 

Office of Difensi: 

Mobilization. 

Arthur S. Flemmino. 

Director. 


(F. K. Doc. 56-543; Filed. Jan. 20, 1956; 
8.54 a. m l 


IF. It. Doc. 56-544; Filed. Jan. 20, 1956; 
8:54 a. m.J 


PROPOSED RULE MAKING 


DEPARTMENT OF THE TREASURY 

Internal Revenue Service 

[26 CFR (1954) Part 1 1 

Income Tax: Taxable Years Beginning 
After December 31, 1953; Exempt Or¬ 
ganizations 

NOTICE OF PROPOSED RULE MAKING 

Notice is hereby given, pursuant to the 
Administrative Procedure Act. approved 
June 11, 1946. that the regulations set 
forth in tentative form below are pro¬ 
posed to be prescribed by the Commis¬ 
sioner of Internal Revenue, with the ap¬ 
proval of the Secretary of the Treasury. 
Prior to the final adoption of such regu¬ 
lations, consideration will be given to any 
data, views, or arguments pertaining 
thereto which are submitted in writing, 
in duplicate, to the Commissioner of In¬ 
ternal Revenue, Attention: T:P, Wash¬ 
ington 25, D. C.. within the period of 30 
days from the date of publication of this 
notice In the Federal Register. The 
proposed regulations are to be issued un¬ 
der the authority contained in section 
7805 of the Internal Revenue Code of 
1954 <68A Stat. 917; 26 U. 8. C. 7805). 

I seal 1 Russell C. Harrington, 

Commissioner of Internal Revenue. 

December 9.1955. 

The following regulations relating to 
exempt organizations arc hereby pro¬ 
mulgated under subchapter F of chapter 
1 of the Internal Revenue Code of 1954 
and are effective for taxable years be¬ 
ginning after December 31. 1953. and 


ending after August 16. 1954, except as 
otherwise provided: 

Exempt Organizations 
GENERAL RULE 

Sec. 

1.501 (a) Statutory provisions: exemption 
from tax on corporations, certain trusts, 
etc. 

1.501 (R)-l Exemption from taxation. 

1.501 (b) Statutory provision; exemption 
from tax on corporations, certain trusts, 
etc.; tax on unrelated business income. 

1.501 (c) (1) Statutory provisions; exemp¬ 
tion from tax on corporations, certain 
trusts, etc.; list of exempt organizations; 
instrumentalities of the United States. 

1.501 (c) (2) Statutory provisions; exemp¬ 
tion from tax on corporations, certain 
trusts, etc.; corporations organised to 
hold title to property for exempt or¬ 
ganizations. 

1.501 <c) (2)-l Corporations organised to 
hold title to property for exempt or¬ 
ganizations. 

1.501 (e) (3) Statutory provisions; exemp¬ 
tion from tax on corporations, certain 
trusts, etc.; religious, charitable, scien¬ 
tific, literary, and educational organiza¬ 
tions, community chests, and organiza¬ 
tions testing for public safety. 

1 501 (c) <3 >—1 Religious, chart table, scien¬ 
tific. literary, and educational organiza¬ 
tions. community chests, and organtxa- 
Uons testing for public safety. 

1.501 (c) (4) Statutory provisions; exemp¬ 
tion from tax on corporations, certain 
trusts, etc.; civic organizations. 

1.501 (c) (4)-l Civic leagues and local as¬ 
sociations of employees. 

1.501 (c) (5) Statutory provisions; exemp¬ 
tion from tax on corporations, certain 
trusts, etc.; labor, agricultural, and hor¬ 
ticultural organizations. 

1.501 (o) <5)-l Labor, agricultural, and hor¬ 
ticultural organizations. 


gDC 

1.501 (©) (6) SUtutory provisions; eirmp- 
tion from tax on corporations, certain 
trusts, etc.; business leagues, chnmbm 
of commerce, real estate boards ar.d 
boards of trade. 

1.601 <c) (6)-l Business leagues, chamber* 
of commerce, real estate boardr sad 
boards of trade. 

1-501 <c) (7) Statutory provisions: exemp¬ 
tion from tax on corporations, certain 
trusts, etc; social clubs. 

1.501 (c) (7)-l Social clubs. 

1.501 <c) (8) Statutory provisions exemp¬ 
tion from tax on corporation* certain 
trusts, stc.; fraternal beneficiary so¬ 
cieties. 

1.501 (c) (8)-l Fraternal beneficiary soci¬ 
eties. 

1.501 40) (9) Statutory provision*: ^mp- 
lion from tax on corporation* certain 
trusts, etc.; voluntary employee*' ** ne “ 
ficiarv associations. 

1.501 (e| (10) Statutory provision,: 

tion from tax on corporation* certain 
trusts, etc.; voluntary employee*’ bene¬ 
ficiary associations. 

1.501 (c) (llj Statutory provision*; 

tion from tax on corporation*, certain 
trusts, etc.; teachers* retirement fun 
associations. 

1.601 (c) < 12) Statutory provisions; rxemp* 
tion from tax on corporation* certain 
trusts, etc.; local benevolent life Insur¬ 
ance associations, mutual irrigation 
telephone companies, and like organ***" 
tions. 

1 501 (c) <13)-1 Local benevolent 

ruranee associations, mutual irrigat 1 " 
and telephone companies, and like 0 * 
gonlzations. 

1 501 <c) (13) Statutory provisions: «•*«*£ 
tion from tax on corporations, cert 
trusts, etc.; cemetery companies 

1.501 (c) <13)-1 Cemetery companies. 
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L50I (c) (14) Statutory provisions; exemp¬ 
tion from tax on corporation*, certain 
trusts, ate.: credit union*. 

15)2 (c) 414)—1 Credit unions and mutual 
Insurance funds. 

1)01 (c) (15) Statutory provisions; exemp¬ 
tion from tax on corporations, certain 
trusts, etc.; mutual Insurance organiza¬ 
tions other than life or marine. 

2501 (c) (15)-1 Mutual Insurance com¬ 
panies or associations. 

1)01 (c) (16) Statutory provisions; exemp¬ 
tion from tax on corporations, certain 
trusts, etc.; corporations organized to 
finance crop operations. 

1301 (c) (16)-1 Corporations organized to 
finance crop operations. 

UOI id) Statutory provisions: exemption 
from tax on corporations, certain trusts, 
etc.; religious and apostolic organisa¬ 
tions. 

1)41 (d)-l Religious and apostolic associa¬ 
tion* or corporations. 

1541 (•) Statutory provisions: exemption 
from tax on corporations, certain trusts, 
etc.: cross reference. 

15011«) —1 Communist controlled organi¬ 
sations. 

JXO Siatutory provisions; feeder organiza¬ 
tion*. » 

1503-1 Feeder organizations. 

IWJ (a) Statutory provisions: require¬ 

ment* far exemption: denial of exemp¬ 
tion to organizations engaged in prohib¬ 
ited transactions. 

1503 (a)-l Denial of exemption to organi¬ 
sations engaged in prohibited transac¬ 
tions. 

1)01 (b) Statutory provisions: require¬ 

ments for exemption; organizations to 
which section applies. 

1MB (c) Statutory provisions; require¬ 

ments for exemption; prohibited trans¬ 
actions. 

1MB (c)-1 Prohibited transactions. 

Statutory provisions; require¬ 
ments for exemption: future status of 
organisations denied exemption. 

1508(d)-! Future status of organizations 
denied exemption. 

1503(d)-3 Fiscal years and short taxable 
yean ending after March 1. 1054. subject 
**** Intorn *l Revenue Code of 1030. 

1503 (t) Statutory provisions: require¬ 

ments for exemption; disallowance of 
certain charitable, etc., deductions. 

‘500 (e)-i Disallowance of certain charit¬ 
able deduction*. 

t*> Statutory provisions; requlre- 

t for •*«wption; definitions. 

Statutory provisions; require¬ 

ments for exemption; special rule for 

loans. 

*J(6)-1 Cross reference. 

Statutory provisions; denial of ex- 

Denial of exemption. 


taxation or er&iNzss income or cxstai.v 

EXEMPT OMANIZATION9 

loI! Statutory provisions: Imposition of 
T* °*t unrelated business income of 
, . Ubtet etc - organizations. 

1 ai» i imposition and rates of tax. 

Jsi! % ° r *fi****ttaa* subject to tax. 

* PrutU,on * generally applicable to 
• on unrelated business Income. 

<*) Statutory provisions; unrelated 
Jill# taxable income; definitions. 
UiiJw ** 1 ^^tlon. 

h J2 Statutory provisions; unrelated 
uwneas taxable Income; exceptions, ad- 
UllfS?? and ^ m *tatlons. 

ti?, 1 Exceptions, additions, and Uml- 

1)13 ° n, ‘ 

J®* 8ut| itory provisions; unrelated 
•two? 06 ? taxable income; special rules 
*° ******* 

. ' } Special rules applicable to part* 
^bSS52? provl#lon *: unrelated trade 


Sec. 

1,513-1 Definition of unrelated trade or 
business. 

1314 (a) Statutory provisions; business 
leases; business lease rents and deduc¬ 
tions. 

1314 <a)-l Business lease rents. 

1314 (a)-2 Business lease deductions. 

1314 (b) Statutory provisions: business 
leases: definition of business lease. 

1314 <b)-l Definition of business lease. 
1314 (©) Statutory provisions; business 
leases; business lease Indebtedness. 

1314 (c)-l Business lease Indebtedness. 

1314 (d) Statutory provisions; business 
leases; personal property leased with real 
property. 

1315 Statutory provisions: taxes of foreign 
countries aud possessions of the United 
8tates. 

farm** s' cooncRAnvzs 

1321 Statutory provisions; exemption of 
farmers' cooperatives from tax. 

1.521-1 Farmers' cooperative marketing and 
purchasing associations; requirements 
for exemption under section S21. 

1322 Statutory provisions; tax on farmers' 
cooperatives. 

1322-1 Tax treatment of formers* coopera- 
. tlve marketing and purchasing associa¬ 
tions exempt under section 521. 

1322-2 Manner of taxation of cooperative 
associations subject to section 522. 
1322-3 Patronage dividends, rebates, or re¬ 
funds; treatment as to cooperative as¬ 
sociations entitled to tax treatment un¬ 
der section 532. 

ft HI row Nl*S PROTECTION AND INDOINTTY 
ASSOCIATIONS 

1326 Statutory provision*; shipowners' pro¬ 
tection and Indemnity associations. 

Exempt Organizations 

GENERAL RULE 

§ 1.501 (a) Statutory ..protrisions; ex¬ 
emption from tax on corporations, cer¬ 
tain trusts, etc, 

Bjcc. 501. Exemption from tax on corpora¬ 
tions, certain trusts, etc.—(a) Exemption 
from taxation . An organization described 
In subsection (c) or (d) or section 401 (a) 
shall be exempt from taxation under this 
subtitle unless such exemption la denied 
under section 502. 506. or 504. 

9 1.501 (a)-l Exemption from taxa¬ 
tion—<u) In general; proof of exemption . 
d> Section 501 fa) provides an exemp¬ 
tion from income taxes for organizations 
which are described in section 501 (c) 
or (d) and section 401 (a), unless such 
organization Is a “feeder organization" 
(see section 502), or engages in pro¬ 
hibited transactions (see sections 503 
and 504). However, the exemption does 
not extend to “unrelated business tax¬ 
able income" of such an organization 
(see sections 511 to 515). 

(2) An organization is not exempt 
from tax merely because It is not organ¬ 
ized and operated for profit. In order 
to establish its exemption. It Is necessary 
that every organization claiming ex¬ 
emption file with the district director 
of internal revenue for the internal rev¬ 
enue district in which is located the 
principal place of business or principal 
office of the organization an application 
form as set forth below. However, an 
organization which has been granted 
exemption under the provisions of the 
Internal Revenue Code of 1939 may rely 
on that ruling, unless affected by sub¬ 
stantive changes in the 1954 Code or 
any changes in the character, purposes, 


or methods of operation of the organi¬ 
zation. and it Is not necessary In such 
case for the organization to request a 
new determination as to its exempt 
status. 

(3) An organization claiming exemp¬ 
tion under section 501 (c) (2), (3), <4), 
(5). (6). (7). <8), (9). (12). (13). or 
(15), shall file the form of application 
appropriate to its activities, filled out in 
accordance with the instructions on the 
form or issued therewith. Copies of the 
following forms may be obtained from 
any district director of internal revenue: 
For organizations claiming exemption 
under section 501 (c) (3), Form 1023; 
under section 501 (c> (4), (5), (6). or 
<8), Form 1024; under section 501 (c> 
<7). Form 1025: and under section 501 
(C) <2>. (9). (12). (13). or (15). Form 
1026. For employees* trusts described in 
section 401 (a), and exempt under sec¬ 
tion 501 (a).see 9 1401-1 (e> and 9 i 404 
(a)-2. State chartered credit unions 
claiming exemption under section 501 
(c) (14>, shall submit an application for 
exemption showing the State and date 
of incorporation. The application should 
show that the State credit union law 
with respect to loans, investments, and 
dividends, if any. is being complied with. 
All other organizations claiming exemp¬ 
tion shall file an application for exemp¬ 
tion showing the character of the or¬ 
ganization. the purpose for which it was 
organized, its actual activities, the 
sources of its income and receipts and 
the disposition thereof, whether or not 
any of its Income or receipts is credited 
to surplus or may inure to the benefit 
of any private shareholder or Individual, 
and in general all facts relating to its 
operations which affect its light to ex¬ 
emption. To each such form or appli¬ 
cation shall be attached a conformed 
copy of the articles of Incorporation, 
declaration of trust, or other Instrument 
of similar Import, setting forth the per¬ 
mitted powers or activities of the organi¬ 
zation. the by-laws or other code of 
regulations, and the latest financial 
statement showing the assets, liabilities, 
receipts, and disbursements of the or¬ 
ganization. Each such form or appli¬ 
cation shall contain or be verified by a 
written declaration that it is made under 
the penalties of perjury. 

(b) Additional proof by particular 
classes of organisations. (1) organiza¬ 
tions mentioned below shall submit with 
and as a part of their applications tho 
following information: 

(i> Mutual Insurance companies shall 
submit copies of the policies or certifi¬ 
cates of membership issued by them. 

(il) In the case of title holding com¬ 
panies claiming exemption under section 
501 (c) (2), If the organization for which 
title Is held has not been specifically no¬ 
tified in writing by the Internal Revenue 
Service that it is held to be exempt under 
section 501 (a), the title holding com¬ 
pany shall submit the information Indi¬ 
cated herein as necessary for a determi¬ 
nation of the status of the organization 
for which title is held. 

(2) In addition to the Information 
specifically called for by this section the 
Commissioner may require any addi¬ 
tional information deemed necessary for 
a proper determination of whether a par- 
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ticular organization Is exempt under sec¬ 
tion 501 (a), and when deemed advisable 
in the interest of an efficient administra¬ 
tion of the internal revenue laws he may 
in the cases of particular types of or¬ 
ganizations prescribe the form in which 
the proof of exemption shall be fur¬ 
nished. 

<3> An organization claiming to be 
specifically exempted by section 6033 <a) 
from filing annual returns shall submit 
with and as a part of its application a 
statement of all the facts on which it 
bases its claim. 

<c> Duties of district director with re¬ 
spect to proof of exemption. The dis¬ 
trict director of internal revenue shall 
take steps to insure that the application 
and other papers are complete and in 
order and shall take such other action 
as may be prescribed leading to a deter¬ 
mination whether the organization is ex¬ 
empt under section 501. 

<d> " Private shareholder or individ¬ 
ual” defined. The words '‘private share¬ 
holder or Individual" in section 501 refer 
to persons having a personal and private 
Interest in the activities of the organiza¬ 
tion. 

<e> Requirement of annual returns. 
<1) Every organization exempt from tax 
under section 501 (a). unless specifically 
exempted from filing annual returns by 
section 6033 <see paragraph <h) of this 
section) shall file annually a return of 
information specifically stating its items 
of gross income, receipts and disburse¬ 
ments. and such other information as 
may be prescribed by the Commissioner 
in the instructions on the appropriate 
form or issued therewith. Such infor¬ 
mation return shall be filed annually re¬ 
gardless of the amount or source of the 
income or receipts of the organization 
and Irrespective of whether it is char¬ 
tered by. or affiliated or associated with, 
any central, parent, or other organiza¬ 
tion. It shall be filed with the district 
director of internal revenue for the dis¬ 
trict In which Is located the principal 
place of business or principal office of 
the organization. 

(2) Organizations other than those 
exempt from tax under sections 501 (c> 
<3> and 501 (d). and other than those 
described in section 401 <a). shall flic 
their annual returns on Form 990. 

<3> Organizations which are exempt 
from tax under section 501 (c) <3) shall. 
In lieu of using Form 990. file an infor¬ 
mation return on Form 990-A to com¬ 
ply with the provisions of this section 
and section 6033. 

<4> Organizations described in section 
401 <a>, which are exempt under section 
501 <a). shall file an information return 
on Form 990-P. in lieu of using Form 
990. to comply with the provisions of this 
section and section 6033. However, an 
organization described in section 401 (a) 
may be relieved from stating in its re¬ 
turn any information which is reported 
in returns filed by the employer which 
created the organization. (See section 
6033 and ft 1.401-1 <e>.) 

<5) Returns on Form 990. Form 990-A. 
or Form 990-P shall be on the basis of 
the established annual accounting pe¬ 
riod of the organization. Where the or¬ 
ganization has no such established 


accounting period, such returns shall be 
on the basis of the calendar year. 

(6) Religious and apostolic organiza¬ 
tions w*hich are exempt from tax under 
section 501 <d> shall annually file the 
return of income required under ft 1.501 
<d)-l on the same form (Form 1065) 
as is required in the case of partner¬ 
ships. In lieu of Form 990. 

(7) Information returns on Form 
990, Form 990-A, and Form 990-P are 
not required to be filed by an organiza¬ 
tion claiming an exempt status under 
section 501 (a) prior to the establish¬ 
ment by the organization of an exempt 
status under ft 1.501 (a)-l. Organiza¬ 
tions not held to be exempt but claim¬ 
ing exemption may secure extensions of 
time for filing ordinary Income tax re¬ 
turns and paying the tax. See sections 
6081 and 6161 and the regulations issued 
thereunder. With respect to group re¬ 
turns, see paragraph (f) of this section. 

<f) Group returns . (1) A central, 

parent, or like organization (referred to 
in this section as central organization), 
although required to file a separate an¬ 
nual return for itself under section 6033 
and paragraph (e) of this section, may 
file annually, in addition to such separate 
annual return, a group return on Form 
990 or Form 990-A as may be appropriate 
(see paragraph (e) of this section). 
Such group return may be filed for two 
or more of the local organizations, chap¬ 
ters, or the like (referred to in this sec¬ 
tion as "local organizations") which are 
(1) chartered by. or affiliated or associ¬ 
ated with, such central organization at 
the close of its annual accounting period, 
(ill subject to the general supervision of, 
and examination by, the centra] organ¬ 
ization. and (ill) exempt from tax under 
the same provision of section 501 under 
which the central organization is exempt 
from tax. 

(2) The filing of the group return shall 
be in lieu of the filing of a separate re¬ 
turn by each of the local organizations 
included in the group return. The group 
return shall include only those local 
organizations which in writing have au¬ 
thorized the central organization to in¬ 
clude them in the group return, and 
which have made and filed, with the 
central organizations, their statements, 
specifically stating their items of gross 
income, receipts, and disbursements, and 
such other information relating to them 
which is required to be stated in the 
group return. Such authorizations by 
local organizations shall be made under 
the penalties of perjury and be signed 
by a duly authorized officer of the local 
organization in his official capacity and 
shall contain the following statement, or 
a statement of like import: "I hereby 
declare under the penalties of perjury 
that this authorization (including any 
accompanying schedules and state¬ 
ments) has been examined by me and 
to the best of my knowledge and belief is 
true, correct and complete and made in 
good faith for the taxable year stated." 
Such authorizations and statements 
shall be permanently retained by the 
central organization. There shall be 
attached to the group return and made 
a part thereof a schedule showing the 
name and address of each of the local 


organizations and the total number 
thereof Included in such return, and a 
schedule showing the name and address 
of each of the local organization* and 
the total number thereof not included 
in the group return. Prior to or simul¬ 
taneously with the filing of a group re* 
turn for an accounting period ending oa 
or after December 31. 1953, the central 
organization shall notify each district 
director of internal revenue for the in¬ 
ternal revenue district in which is V* 
cated the principal place of business or 
principal office of each local organiza¬ 
tion Included or excluded from such 
group return that the local organization 
has or has not been, or will or will not 
be, included In such group return. The 
filing with each district director con¬ 
cerned of a copy of each schedule at¬ 
tached to the group return filed by the 
central organization shall constitute 
notice as required by the preceding sen¬ 
tence. 

(3) The group return shall be on the 
basis of the established annual account¬ 
ing period* of the central organization. 
Where such central organization has no 
established annual accounting period, 
such return shall be on the basis of the 
calendar year. The same income, re¬ 
ceipts. and disbursements of a local or¬ 
ganization shall not be Included in mere 
than one group return. 

(4) The group return shall be filed in 
accordance with these regulations and 
the instructions on Form 990 or Form 
990-A or issued therewith, and shall lx 
considered the return of each of the local 
organizations included therein. For 
proof and establishment of right to ex¬ 
emption from tax which must accompany 
Form 990 or Form 990-A in the case of * 
local organization included in the group 
return but which has not established lu 
right to such exemption before the fUiftf 
of the group return, sec paragraphs <ai 
and (b) of this section. 

(g) Date for filing annual returnr 
The annual returns of information co 
Form 990. Form 990-A. and Form 990-? 
shall be filed on or before the fifteenth 
day of the fifth full calendar month foi- 
lowing the close of the period for which 
the return is required to be filed 

(h) Organizations not required to fi* 
annual returns. <1) Annual returns on 
Form 990-A are not required to be filed W 
an organization which has established in* 
right to exemption from tax under 
section 501 (c) (3). if: 

(i) It is organized and operated exclu¬ 


sively for religious purposes; 

(II) It is operated, supervised, or con¬ 
trolled by or in connection with an or¬ 
ganization which Is organized and oper¬ 
ated exclusively for religious purposes: 

(ill) It is an educational organiza^ 
which normally maintains a regular 
ulty and curriculum and normally has 
regularly organized body of ' 

students in attendance at the PJV 
where its educational activities ure reg¬ 
ularly carried on: or f 

(iv) It is a charitable organizatioa 
an organization for the prevention 
cruelty to children or animals, wiucn 
supported, in whole or in part, by xun 
contributed by the United States or ^ 
State or political subdivision thcreoi. 
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which is primarily supported by contri¬ 
butions of the general public. 

(2> The annual return on Form 990 
wed not bo died by a fraternal bene¬ 
ficiary society, order, or association, 
which has established its exemption from 
tax under section 501 (c) (8). or by an 
organization exempt from tax under sec¬ 
tion 501 <c) (1) if It is a corporation 
wholly owned by the United States or 
Miy agency or Instrumentality thereof, 
or is a wholly-owned subsidiary of such a 
corporation. 

(31 An educational organization which 
normally maintains and has a regular 
faculty, curriculum, and student body 
and meets the above conditions which 
relieve it from the requirement of filing 
annual returns shall not be considered as 
having thereafter failed to continue 
meeting such conditions if it is tempo¬ 
rarily compelled to curtail or discontinue 
1U normal and regular activities during 
the existence of abnormal circumstances 
and conditions. 

<4> An organization organized and 
operated exclusively for charitable pur¬ 
poses or for the prevention of cruelty to 
children or animals is not "primarily 
supported by contributions of the gen¬ 
eral public" for any accounting period if 
more than 50 percent of its income and 
receipts for such period are not actually 
derived from voluntary contributions 
*ad gifts made by the general public, as 
distinguished from a few contributors or 
donors or from related or associated per¬ 
sons. For the purposes of this subpara¬ 
graph. the words "related or associated 
persons" refer to persons or a particular 
uroup who arc connected w ith or arc in¬ 
terested in the activities of the organiza¬ 
tion such as founders, incorporators, 
shareholders, members, fiduciaries, offi¬ 
cers, employees, or the like, or who arc 
connected with such persons by family 
or business relationship. 

<5> The provisions of section 6033 (a) 
relieving certain specified types of or- 
twnizations exempt from tax under scc- 
j*° n 501 (a) from filing annual returns 
co not abridge or Impair In any way the 
Powers and authority of the Commis- 
Jtoner provided for in other provisions of 
t*‘C Internal Revenue Code of 1954 to 
Require the filing of such returns by such 
organizations. 

<1> Records of district directors. Dis¬ 
trict directors of internal revenue will 
a list of all organizations held to 
oe exempt from tax to the end that they 
way occasionally inquire into their status 
•fa ascertain whether or not they are 
observing the conditions upon which 
|Wr exemption is predicated, and (2) 
i£hually fifing returns on Form 990, 
£>rm 990-A or Form 990-P, If they are 
TOluired to file such returns. 

( i> Records. statements, and other re¬ 
ft* o/ tax-exempt organizations. (1) 
it ^anteation which has established 
^right to exemption from tax under 
Urn?*??, 5 01 (a) and has also established 
rphL 1 required to file annually the 
p^°{ information on Form 990 or 
shaU Immediately notify in 
district director of internal 
in Internal revenue district 

fcnv S? 15 loca ted its principal office of 
y changes in its character, operations, 


or purpose for which It was originally 
created. 

(2) Every organization which has es¬ 
tablished its right to exemption from 
tax, whether or not it is required to file 
an annual return of information, shall 
submit such additional information as 
may be required by the district director 
for the purpose of enabling him to in¬ 
quire further into its exempt status and 
to administer the provisions of section 
6033 and this section. For requirement 
as to keeping of permanent books of ac¬ 
count or records, see section 6001 and the 
regulations thereunder. 

(3) An organization which has estab¬ 
lished its right to exemption from tax 
under section 501 (a), including an or¬ 
ganization which is relieved under sec¬ 
tion 6033 and this section from filing re¬ 
turns of income or annual returns of 
information, is not. however, relieved 
from the duty of filing other returns of 
information. Bee sections 6041. 6065. 
6071, and 6091 and the regulations there¬ 
under. 

(k) Unrelated business tax returns . 
In addition to the foregoing require¬ 
ments of this section, certain organiza¬ 
tions otherwise exempt from tax under 
section 501 (c) (2), (3>, <5>. or <0> and 
section 401 (a) which are subject to tax 
on unrelated business taxable Income, 
are also required to file returns on Form 
990-T. See $ 1.511-3 for requirements 
with respect to such returns. 

$ 1.501 <b> Statutory provisions; ex¬ 
emption from tax on corporations, cer¬ 
tain trusts, etc.; tax on unrelated busi¬ 
ness bxcome. 

Bsc. 501. Exemption from tax on corpora¬ 
tions, certain trusts, etc. • • • 

(b) Tax on unrelated business income . 
An organization exempt from taxation under 
aubsectlon (a) ahaU be subject to tax to the 
extent provided in part II of this subchapter 
(relating to tax on unrelated Income), but. 
notwithstanding part n. shall be considered 
an organization exempt from Income taxes 
for the purpoee of any law which refers to 
organizations exempt from Income taxes. 

9 1.501 (c) (I) Statutory provisions; 
exemption from tax on corporations , cer¬ 
tain trusts, etc.; list of exempt organ¬ 
izations; instrumentalities of the United 
States . 

Sxc. 501. Exemption from tax on corpora¬ 
tions. certain trusts, etc. • • • 

(c) List of exempt organisations. The 
following organizations are referred to in 
subsection (a): 

(l) Corporations organized under Act of 
Congress, If such corporations are Instru¬ 
mentalities of the United States and If. 
under such Act. os amended and supple¬ 
mented. such corporations are exempt from 
Federal Income taxes. 

4 1.501 (c> (2) Statutory provisions; 
exemption from tax on corporations, cer¬ 
tain trusts, etc.; corporations organized 
to hold title to property for exempt 
organizations . 

Sec. 501. Exemption from tax on corpo¬ 
rations. certain trusts, etc. • • • 

(c) List of exempt organizations . The 
following organizations are referred to In 
subsection (a): • • • 

(2) Corporations organized for the exclu¬ 
sive purpose of holding title to property, 
collecting income therefrom, and turning 
over the entire amount thereof, less expenses, 
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to sn organization which itsell Is exempt 
under this section. 

$1,501 (c) <2)-l Corporations organ¬ 
ized to hold title to property for exempt 
organizations, (a) A corporation other¬ 
wise exempt from tax under section 501 
(c) (2) is taxable upon its unrelated 
business taxable income if the income 
U payable to an organization which is 
itself subject to the tax imposed by sec¬ 
tion 511 or if the income is payable 
to a church or to a convention or asso¬ 
ciation of churches. See sections 511 
to 515. inclusive, and the regulations 
thereunder. Since a corporation to be 
exempt under section 501 (c) (2) must 
not engage in any business other than 
that of holding title to property and 
collecting income therefrom, it cannot 
have unrelated business taxable income 
as defined in section 512 other than un¬ 
related business rental income described 
in section 514. 

(b) A corporation exempt under sec¬ 
tion 501 <c) (2) cannot accumulate in¬ 
come and retain its exemption, but it 
must turn over the entire amount of 
such income, less expenses, to an organ¬ 
ization which is itself exempt from tax 
under section 501 (a). 

$ 1.501 (c) (3) Statutory provisions; 
exemption from tax on corporations, cer¬ 
tain trusts , etc.; religious. charitable, 
scientific. literary, and educational or¬ 
ganizations . community chests, and or¬ 
ganizations testing for public safety . 

Soc. 501. Exemption from tax on corpora¬ 
tions. certain trusts, etc. • • • 

(c) List of exempt organizations. The 
following organization! arc referred to In 
subsection (a) : • • • 

(3) Corporation*, and any community 
cheat, fund, or foundation, organized and 
operated exclusively for religious, charitable, 
scientific, testing for public safety, literary, 
or educational purpose*, or for the prevention 
of cruelty to children or animals, no part of 
the net earning* of which Inure* to the bene¬ 
fit of any private shareholder or Individual, 
no substantial port of the activities of which 
la carrying on propaganda, or otherwise at¬ 
tempting. to Influence legislation, and which 
does not participate In. or Intervene in (In¬ 
cluding the publishing or distributing of 
statements), any political campaign on be¬ 
half of any candidate for public office. 

$ 1.501 (c) <3)-l Religious, charita¬ 
ble , scientific, literary , and educational 
organizations , community chests, and 
organizations testing for public safety — 
(a) In general. <1> In order to be 
exempt under section 501 <c) (3), the 
organization must meet four tests: 

(1) It must be organized and operated 
exclusively for one or more of the speci¬ 
fied purposes; 

(li) Its net earnings must not inure in 
whole or in part to the benefit of private 
shareholders or individuals; 

(ill) It must not by any substantial 
part of its activities attempt to influence 
legislation by propaganda or otherwise; 
and 

(iv) It must not participate, or inter¬ 
vene, in any political campaign on be¬ 
half of any candidate for public office. 

(2) For the purposes of section 501 (c) 

(3) an organization is deemed to be 
formed and operated exclusively for one 
or more of the purposes specified therein 
If its principal, primary and predominant 
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purposes, and substantially all of its ac¬ 
tivities, arc devoted to such specified 
purpose or purposes. Thus, an activity 
which is in fact incidental, secondary 
or subservient to an organization's ex¬ 
empt purpose or purposes and which, 
when weighed against the whole of the 
activities of the organization. U less than 
a substantial part of the total, will not 
ordinarily operate to deny exemption. 
See, however. 5 1.501 (c) <3>-l (e) <2) 
for restrictions upon all political activi¬ 
ties. 

<b> Charitable organizations. Organ¬ 
izations formed and operated exclu¬ 
sively for charitable purposes include 
generally organizations for the relief of 
poverty, distress, or other conditions of 
similar public concern. The fact that a 
charitable organization established for 
the relief of indigent persons may receive 
voluntary contributions from persons in¬ 
tended to be relieved, or that a hospital 
may require payments for services from 
those able to pay, will not necessarily 
preclude exemption. 

(c) Educational organizations . (1) 
An educational organization within the 
meaning of section 501 (c) (3) is one 
designed and operated primarily for the 
improvement or development of the ca¬ 
pabilities of the indivdual, but may also 
include an association whose primary 
purpose Is the instruction of the public, 
or an association whose primary’ purpose 
is to give lectures, or otherwise instruct, 
on subjects useful to the Individual and 
beneficial to the community, even 
though an association of either class has 
incidental entertainment or recreational 
features. In the determination of 
whether an organization is exempt under 
this section consideration will be given 
not only to the purposes for which it 
was organized, and the powers it pos¬ 
sesses. but also to the methods of its 
operation. To qualify as an exempt edu¬ 
cational organization the methods em¬ 
ployed by it must in fact be educational. 
Thus, not only the purpose but also the 
activities of such an organization must 
be designed to disseminate knowledge 
and basic factual material rather than 
unsupported opinion. The fact that an 
organization has a particular view r point, 
or takes a particular position, with re¬ 
spect to the subject or subjects pre¬ 
sented by it. and that it openly advocates 
such position, will not of itself operate 
to deny exemption if in its presentation 
of the subject or subjects there is a full 
exposition of the facts upon which the 
advocated position is premised whereby 
the Individual or the public may form 
independent opinions or conclusions 
based upon a fair presentation of perti¬ 
nent factual material. Conversely, ex¬ 
emption may not be allowed under this 
section to an organization whose prin¬ 
cipal function, accomplished through 
its publications, lectures, or other media, 
is the presentation of opinion without 
pertinent facts which would permit the 
individual or the public to reach inde¬ 
pendent and informed conclusions. See 
subsection (e> for regulations pertaining 
to propaganda to Influence legislation 
and participation In political campaigns. 
See section 501 <c> (4) and regulations 
thereunder relating to civic leagues or 


PROPOSED RULE MAKING 

organizations operated for the promo¬ 
tion of social welfare. 

(2) An organization which conducts a 
fair or exposition or similar event the 
primary purpose of which is educational 
and whose activities consist of presenting 
expositions, exhibits, or demonstrations 
in an educational manner as that term 
is defined above may qualify as an 
exempt educational or a scientific organ¬ 
ization within the meaning of section 
501 cc> (3), if it meets all of the other 
requirements of that section. However, 
if the primary purpose or activity of such 
an organization is not educational but. 
for instance, is for the betterment of the 
conditions of persons engaged in par¬ 
ticular pursuits, or the improvement of 
products, or the development of a higher 
degree of efficiency in occupation, exemp¬ 
tion may be denied under section 501 
(c) (3). Sec. however, section 501 <c> 
(5). and (6). and regulations thereunder 
relating to labor, agricultural, and horti¬ 
cultural organizations; and business 
leagues, chambers of commerce, etc. 

(d> Testing for public safety . An 
organization formed to test consumer 
products, such as electrical products, to 
determine whether they are safe for use 
by the general public, qualifies as an 
exempt organization under section 501 
(c) (3) provided it meets the four re¬ 
quirements set forth in paragraph (a) 
(1) of this section. 

(e) Proscribed activities —<1) Af- 
tempting to influence legislation. Sec¬ 
tion 501 (c) (3) denies exemption to or¬ 
ganizations which are otherwise exempt 
under that section If a substantial part 
of their activities is attempting to influ¬ 
ence legislation by propaganda or other¬ 
wise. The determination of whether 
such activities require the denial of ex¬ 
emption depends upon the particular 
facts and circumstances In each situa¬ 
tion. If an organization is formed for 
one or more of the exempt purposes set 
out in that section and if substantially 
all of its activities arc actually devoted 
to such purpose or purposes, an inciden¬ 
tal advocacy of legislation will not oper¬ 
ate to deny exemption. Thus, for exam¬ 
ple, if substantially all of the activities 
of an otherwise exempt educational or¬ 
ganization are devoted to its exempt pur¬ 
pose the incidental publication of books 
or the giving of lectures which advocate 
or oppose an issue which is. or may be. 
the subject of legislative concern, or the 
presentation of a principle, idea, or be¬ 
lief the public support of which might 
ultimately result in legislation, will not 
of itself require denial of exemption. 
However, exemption will be denied if a 
substantial part of the activities of an 
organization consists of activities such 
as the publication or distribution of ma¬ 
terials which present but one side of an 
issue and advocate legislation thereon, 
or the solicitation of the votes of legisla¬ 
tors for or against legislative proposals, 
or the presentation at political conven¬ 
tions of issues on which legislation is 
sought. In determining whether such 
direct efforts to influence legislation ore 
substantial, they must be considered in 
connection with all other activities of 
the organization. 

<2> Political activities . An organiza¬ 
tion which is otherwise exempt under the 


provisions of section 501 (c) (3) is denied 
exemption thereunder if it participates 
or intervenes in any political campaign 
on behalf of any candidate for public 
office. For the purpose of that section 
’’candidate for public office" means an 
individual who offers himself, or is pro¬ 
posed by others, as a contestant for an 
elective public office, whether such office 
be national, state or local. Activities 
which constitute participation or inter¬ 
vention in a political campaign on behalf 
of a candidate include, but are not limi¬ 
ted to, tlie publication or distribution of 
written or printed statements or the 
making of oral statements on behalf of 
such a candidate. The coincidental 
advocacy or espousal of a principle or 
philosophy or an Issue, a & distinguished 
from the advocacy of the candidacy of an 
individual will not of itself operate to 
deny exemption to an organization 
which is otherwise exempt under this 
section merely because a particular can¬ 
didate for public office also advocates or 
espouses the same principle, issue, or 
philosophy. If, in fact, however, the pri¬ 
mary purpose of an organization is 
thereby to support or oppose a particu¬ 
lar candidate for public office rather than 
to espouse a principle, exemption may be 
denied. 

cf) Since an organization exempt 
under section 501 (c> (3> must be organ¬ 
ized and operated exclusively for one or 
more of the specified purposes, an 
organization organized or operated for 
the primary purpose of carrying on i 
trade or business for profit is not exempt 
thereunder. Thus, such an organiza¬ 
tion is not exempt under section 501 <c> 
• 3) even though it has. for example, 
certain religious purposes, its property is 
held In common, and its profits do not 
inure to the benefit of individual mem¬ 
bers of the organization. Sec section 
501 <d) as to religious or apostolic as¬ 
sociations or corporations. Organiza¬ 
tions. including trusts, otherwise exempt 
from tax under this section (other than 
a church, or a convention or association 
of churches' are taxable on unrelated 
business taxable Income. See sections 
511 to 515, Inclusive, and the regulations 
thereunder. 

tg) An organization otherwise exempt 
under section 501 (c) <3) does not lose 
its status as an exempt organization by 
receiving income such as rent, dividends, 
and interest from investments, provided 
such income is devoted exclusively to one 
or more of the purposes specified In that 
section. 

(h> Sections 503 and 504 set forth 
rules under which certain organizations 
described in section 501 (c) <3> Bg 
denied exemption because of prohibited 
transactions and unreasonable nccum u# 
lations. See 55 1.503-1 and 1.504-1. 

5 1.501 (c) (4) Statutory provisions; 
exemption from tax on corporations ccr• 
tain trusts, etc.; civic organizations. 

8wc. 501. Exemption from tax on corpo¬ 
rations, certain trusts, etc. • • • 

(c) List of exempt organisation.' Tb* 

lowing organizations are referred to Id ,u 
section <»>;••• 

(4) Civic leagues or organisation* *** 
organized for profit but operated 
lor the promotion of social welfare, or joc 
Mortal ion* cf employees, the member*nip 
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*hlch Is limited to the employees of a deslg- 
fiAttd person or persons In a particular 
municipality, and the net earnings of which 
vt devoted exclusively to charitable, educa¬ 
tional. or recreational purposes. 

11.501 (c) <4)-l Civic leagues and 
local associations of employees . (a) 

DyIc leagues entitled to exemption un¬ 
der section 501 (c) <4) Include organi- 
atlons engaged in promoting the social 
welfare of mankind generally. To be ex¬ 
empt such leagues and organizations 
must not be organized or operated for 
profit-making purposes and must be or¬ 
ganized and operated for purposes bene¬ 
ficial to the community as a whole. Or¬ 
ganizations embraced within this section 
include those which are operated pri¬ 
marily for the purpose of bringing about 
social changes or for purposes relating to 
the private rights of individuals and to 
human relationships generally, and 
which cannot meet the requirements of 
section 501 (c) (3). The fact that such 
an organization in carrying out its pri¬ 
mary purpose or purposes presents opin¬ 
ion on controversial questions and issues 
with the intention of molding public 
opinion or creating public sentiment to 
an acceptance of its views, or advocates 
social changes which may require legis¬ 
lation to achieve, will not preclude ex¬ 
emption under section 501 <c> (4). If 
the purpose and methods of operation 
of an organization which promotes social 
welfare are such that they meet the re¬ 
quirements of section 501 (c) (3) and 
the regulations thereunder such organi¬ 
zation may qualify for exemption under 
section 501 (c) (3). 

<b) Local associations of cmplo 3 r ees 
are also expressly entitled to exemption 
under section 501 (c> (4). As conditions 
to exemption it is required (1) that the 
membership of such an association be 
limited to the employees of a designated 
Person or persons in a particular munic¬ 
ipality, and (2) that the net earnings 
of the association be devoted exclusively 
^ charitable, educational, or recrea¬ 
tional purposes. The word *iocar as 
°sed herein Is to be interpreted as “of a 
Purely local character’* as defined in 
I1S01 (cl <121-1 <b>. See I 1.501 <c> 
W-l <b> and S 1.501 (c) (3)-l (c> (1) 
with reference to the meaning of “chari- 
wble" and “educational" as used in this 
Action. 


11 501 (c) <5> Statutory provisions; 
exemption from tax on corporations , 
certain trusts . etc.; labor , agricultural, 
c*a horticultural organizations . 


8»c. 501. Exemption from tax on corpora 
wn#, certain trusts, etc. • • • 
lc) list of exempt organizations. Thi 
organization* are referred to ii 
■objection (a): • • • 

(8) Labor, agricultural, or horticulture 
ttSwalzatlonj. 


* * 501 (O (5>-l Labor , agricultural , 
Jr horticultural organizations . (a) 

t r* ° rean *zations contemplated by scc- 
*00 501 <c> (5) as entitled to exemption 
om income taxation are those which: 

** Have no net earnings inuring to 
^benefit of any member; 

. 21 Arc educational or instructive in 
character; and 

?* ve as thelr objects the bettcr- 
of the conditions of those engaged 


in such pursuits, the improvement of 
the grade of their products, and the de¬ 
velopment of a higher degree of effi¬ 
ciency in their respective occupations. 

<b) Organizations otherwise exempt 
from tax under section 501 <c> (5) are 
taxable upon their unrelated business 
taxable income. See sections 511 to 
515, inclusive, and the regulations there¬ 
under. 

§ 1.501 (c> (6) Statutory provisions; 
exemption from tax on corporations. cer¬ 
tain trusts , etc.; business leagues , cham¬ 
bers of commerce , real estate boards and 
boards of trade. 

Sec. 501, Exemption from tax on corpora¬ 
tions . certain trusts. etc. • • • 

(c) List of exempt organizations. The 
following organization* are referred to In 
subsection (a): • • • 

(6) Business leagues, chambers of com¬ 
merce, real estate boards, or boards of trade 
not organized for profit and no part of the 
net earnings of which inures to the benefit 
of Any private shareholder or individual. 

5 1.501 (c> <6>-l Business leagues ; 
chambers of commerce. real estate 
boards, and boards of trade. A business 
league is an association of persons having 
some common business interest, the pur¬ 
pose of which is to promote such com¬ 
mon interest and not to engage in a 
regular business of a kind ordinarily 
carried on for profit. It Is an organiza¬ 
tion of the same general class as a cham¬ 
ber of commerce or board of trade. 
Thus, its activities should be directed to 
the improvement of business conditions 
of one or more lines of business as dis¬ 
tinguished from the performance of 
particular services for individual per¬ 
sons. An organization whose purpose is 
to engage in a regular business of a kind 
ordinarily carried on for profit, even 
though the business Is conducted on a 
cooperative basis or produces only suffi¬ 
cient income to be self-sustaining, is not 
a business league. An association en¬ 
gaged in furnishing information to pro¬ 
spective investors, to enable them to 
make sound investments, is not a busi¬ 
ness league, since its activities do not 
further any common business interest, 
even though all of its income is devoted 
to the purpose stated. A stock or com¬ 
modity exchange is not a business league, 
a chamber of commerce, or a board of 
trade within the meaning of section 501 
(c) (6) and is not exempt from tax. 
Organizations otherwise exempt from tax 
under this section are taxable upon their 
unrelated business taxable income. See 
sections 511 to 515. inclusive, and the 
regulations thereunder. 

$ 1.501 (c) (7) Statutory provisions; 
exemption from tax on corporations , 
certain trusts . etc.; social clubs. 

8 sc. 501. Exemption from tax on corpo¬ 
rations, certain trusts , etc. • • • 

(c) List of exempt organizations. The 
following organizations are referred to in 
subsection (a); • • • 

(7) Clubs organized and operated ex¬ 
clusively for pleasure, recreation, and other 
nonprofltable purposes, no part of the net 
earnings of which inures to the benefit of 
any private shareholder. 

5 1.501 (c) <7>-l Social clubs . The 
exemption granted by section 501 <c) <7> 
applies to practically all social and rec¬ 


reation clubs which arc supported by 
membership fees. dues, and assessments. 
If a club engages in business with the 
public, or in the sale of agricultural or 
horticultural products, or real estate, 
timber, etc., for profit, such club is not 
organized and operated exclusively for 
pleasure, recreation, or social purposes. 
Generally, an incidental sole of property 
will not deprive the club of the exemp¬ 
tion. 

5 1.501 (c) (8) Statutory provisions: 
exemption from tax on corporations, cer¬ 
tain trusts . etc.; fraternal beneficiary 
societies. 

Sec. 501. Exemption from tax on corpora¬ 
tions. certain trusts , etc. • • • 

(c) List of exempt organizations. The fol¬ 
lowing organizations are referred to In sub¬ 
section (a): • • • 

(8) Fraternal beneficiary societies, orders, 
or association*-" 

(A) Operating under the lodge system or 
for the exclusive benefit of the members of a 
fraternity itself operating under the ledge 
system, and 

(B> Providing for the payment of life. sick, 
accident, or other benefits to the members of 
such society, order, or association or their 
dependents. 

$ 1.501 (c) (8)-l Fraternal benefici¬ 
ary societies. A fraternal beneficiary so¬ 
ciety is exempt from tax only if operated 
under the “lodge system” or for the ex¬ 
clusive benefit of the members of a soci¬ 
ety so operating. "Operating under the 
lodge system” means carrying on its ac¬ 
tivities under a form of organization that 
comprises local branches, chartered by a 
parent organization and largely self- 
governing, called lodges, chapters, or the 
like. In order to be exempt it is also 
necessary that the society have an estab¬ 
lished system for the payment to Its 
members or their dependents of life, sick, 
accident, or other benefits. 

$ 1.501 (c) (9) Statutory provisions; 
exemption from tax on corporations , cer¬ 
tain trusts , etc.; voluntary employees * 
beneficiary associations. 

Sxc. 50 i. Exemption from tax on corpora¬ 
tions, certain trusts, etc. • • • 

(c) List of exempt organizations. The fol¬ 
lowing organization* are referred to In sub¬ 
section (a): • • • 

(0) Voluntary employee** beneficiary a*- 
•oclatlon* providing for the payment of life, 
sick, accident, or other benefit* to the mem¬ 
bers of such association or their dependents, 
if— 

(A) No part of their net earning* Inure* 
(other than through such payment*) to the 
benefit of any private shareholder or indi¬ 
vidual. and 

(B) 85 percent or more of the income con¬ 
sists of amounts collected from members and 
amounts contributed to the association by 
the employer of the members for the solo 
purpose of making such payment* and meet¬ 
ing expense*. 

ft 1.501 <c> (10) Statutory provisions; 
exemption from tax on corporations, cer¬ 
tain trusts, etc.; voluntary employees * 
beneficiary associations. 

Sbc. 501. Exemption from tax on corpora¬ 
tions. certain trusts, etc. • • • 

(c) List of exempt organisations. The fol¬ 
lowing organization* are referred to In sub¬ 
section (a i: • • • 

(10) Voluntary employees' beneficiary as¬ 
sociation* providing for the payment of life, 
sick, accident, or other benefit* to the mew- 
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ben of such association or their dependent* 
or their designated beneficiaries. If — 

(A) Admission to mexnbermhlp In inch as¬ 
sociation 1* limited to Individuals who are 
officers or employees of the United State* 
Government, and 

(B) Ho port of the net earnings of such 
association inures (other than through such 
payment*) to the benefit of any private 
shareholder or Individual. 

1 1.501 (c) (11) Statutory provisions: 
exemption from tax on corporations, cer¬ 
tain trusts, etc.; teachers* retirement 
fund associations . 

Sec. 501. Exemption from tax on corpora¬ 
tions , certain trusts, etc. • • • 

(c) List o/ exempt organizations . The fol¬ 
lowing organisations are referred to In sub¬ 
section (a): • • • 

(11) Teachers* retirement funds nsocla- 
tlons of a purely local character. If— 

(A) Ho part of their net earning* Inures 
(other than through payment of retirement 
benefits) to the benefit of any private share¬ 
holder or Individual, and 

(B) The income consists solely of amounts 
received from public taxation, amount* re¬ 
ceived from assessments on the teaching sal¬ 
aries of members, and Income in reaped of 
Investments. 

51501 (c) (12) Statutory provisions; 
exemption from tax on corporations, 
certain trusts, etc.; local benevolent life 
insurance associations , mutual irrigation 
and telephone companies and like organ¬ 
izations. 

Sbc. 501. Exemption from tax on corpora¬ 
tions, certain trusts, etc. • • • 

(c) List of exempt organizations. The 
following organizations are referred to In 
subjection (a): • • • 

(12) Benevolent life Insurance associa¬ 
tions of a purely local character, mutual 
ditch or irrigation companies, mutual or co¬ 
operative telephone comj>anlea, or like or¬ 
ganizations; but only If 55 percent or more 
of the Income consists of amounts collected 
from members for the sole purpose of meet¬ 
ing losses and expenses. 

5 1.501 (c) (12)-I Local benevolent 
life insurance associations, mutual irri¬ 
gation and telephone companies . and like 
organizations, (a) It Is a prerequisite to 
exemption under section 501 (c) (12) 
that at least 85 percent of the income of 
the organization shall consist of amounts 
collected from members for the sole pur¬ 
pose of meeting losses and expenses. If 
an organization issues policies for stipu¬ 
lated cash premiums, or if it requires 
advance deposits to cover the cost of the 
insurance and maintains investments 
from which more than 15 percent of its 
income is derived, it is not entitled to 
exemption. On the other hand, an or¬ 
ganization may be entitled to exemption, 
although it makes advance assessments 
for the sole purpose of meeting future 
losses and expenses, provided that the 
balance of such assessments remaining 
on hand at the end of the year is retained 
to meet losses and expenses or is returned 
to members. 

(b) The phrase “of a purely local 
character’* applies to benevolent life in¬ 
surance associations, and not to the 
other organizations specified in section 
501 (c) (12). It applies, however, to any 
organization seeking exemption on the 
ground that it is an organization similar 
to a benevolent life insurance associa¬ 
tion. An organization of a purely local 
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character is one whose business activi¬ 
ties are confined to a particular commu¬ 
nity. place, or district, irrespective, how¬ 
ever, of political subdivisions. If the 
activities of an organization are limited 
only by the borders of a State, it cannot 
be considered to be purely local in 
character. 

! 1.501 (c> (13) Statutory protnsions: 
exemption from tax on corporations, cer¬ 
tain trusts, etc.: cemetery companies. 

8*c. 501. Exemption from tax on corpora¬ 
tions, certain trusts, etc. • • • 

<c) List of exempt organizations . The 
following organisations ore referred to in 
subsection (a): • • • 

(13) Cemetery companies owned and 
operated exclusively for the benefit of tbdr 
member* or which are not operated for 
profit; and any corporation chartered solely 
for burial purposes as a cemetery corporation 
and not permuted by It* charter to engage 
in any business not necessarily Incident to 
that purpose, no part of the net earnings 
of which Inures to the benefit of any private 
shareholder or individual. 

5 1.501 (c) (13)-1 Cemetery com¬ 

panies. (a) A cemetery company may 
be entitled to exemption— 

(1) If It Is owned by and operated 
exclusively for the benefit of its lot own¬ 
ers who hold such lots for bona fide 
burial purposes and not for purpose of 
resale, or 

(2) If it is not operated for profit 

(b) Any cemetery corporation char¬ 
tered solely for burial purposes and not 
permitted by its charter to engage in any 
business not necessarily incident to that 
purpose is exempt from Income tax. pro¬ 
vided that no part of its net earnings 
inures to the benefit of any private share¬ 
holder or individual. A cemetery com¬ 
pany which fulfills the other require¬ 
ments of section 501 (c) (13) may be 
exempt, even though it issues preferred 
stock entitling the holders to dividends 
at a fixed rate, not exceeding the legal 
rate of interest In the State of incorpora¬ 
tion or 8 percent per annum, whichever 
is greater, on the value of the considera¬ 
tion for which the stock was issued, pro¬ 
vided that its articles of Incorporation 
require: 

(1) That the preferred stock shall be 
retired at par as soon as sufficient funds 
available therefor are realized from sales, 
and 

(2) That all funds not required for 
the payment of dividends upon or for the 
retirement of preferred stock shall be 
used by the company for the care and 
improvement of the cemetery* property. 

5 1.501 (c) (14) Statutory provisions: 
exemption from tax on corporations, 
certain trusts, etc.: credit unions . 

Sic. 501. Exemption from tax on corpo¬ 
rations, certain trusts, etc. • • • 

<c) List of exempt organisations. The 
following organization* are referred to in 
subsection (a): * • • 

(14) Credit unions without capital stock 
organized and operated lor mutual purposes 
and without profit; and corporations or as¬ 
sociations without capital stock organized 
before September 1. 1U51. and operated for 
mutual purposes and without profit far the 
purpose of providing reserve funds for, and 
insurance of. shares or deposits in— 

(A) Domestic building and loan associa¬ 
tions. 


(B) Cooperative banks without capiu] 
stock organized and operated for mutual 
purposes and without profit, or 

(C) Mutual savings banks Dot havUif 
capital stock represented by shares. 

I 1.501 (c> (14)-l Credit unions and 
mutual insurance funds. Credit unions 
(other than Federal credit unions which 
axe exempt under section 501 (c) (D) 
without capital stock, organized and 
operated for mutual purposes and with¬ 
out profit, are exempt from tax under 
section 501 (c) (14), Corporations or 
associations without capital stock or¬ 
ganized before September 1. 1051. and 
operated for mutual purposes and with¬ 
out profit for the purpose of providing 
reserve funds for, and insurance of, 
shares or deposits In: 

(ai Domestic building and loan asso¬ 
ciations as defined in section 7701 (ft) 
<19», 

<b) Cooperative banks without capital 
stock organized and operated for mutual 
purposes and without profit, or 

<c) Mutual savings banks not having 
capital stock represented by shares, 

are exempt from tax under section 501 
(O (14). 

I 1.501 (c) (15) Statutory provisions: 
exemption from tax on corporations , cer¬ 
tain trusts, etc.: mutual insurance or¬ 
ganizations other than life or marine. 

Sec. 601 Exemption from tax on corpors• 
tions, certain trusts, etc. • • • 

(c) List of exempt organization Th# 
following organizations are referred to ift 
subsection (%):••• 

(15) Mutual insurance companies or tutso- 
elation* other than life or marine (Including 
lnterlnsurers and reciprocal underwriter*) if 
the gross amount received during the t«vx*N« 
year from Interest, dividends, rent*, and 
premiums (Including deposits and s»e*i- 
ments) does not exceed 475,000. 

I 1.501 (c) (15)—1 Mutual insurance 
companies or associations. An Insurance 
company is exempt from taxation under 
chapter 1 if it is a mutual company or 
association < other than life or marine 1 
or if it is a mutual Interlnsurcr or recip¬ 
rocal underwriter (other than life or ma¬ 
rine) and if the gross amount received 
during the taxable year from interest, 
dividends, rents, and premiums ''includ¬ 
ing deposits and assessments) does net 
exceed $75,000, 

4 1.501 (c) (16) Statutory provisions: 
exemption from tax on corporations, cer¬ 
tain trusts, etc.: corporations organized 
to finance crop operations . 

Sec. 501. Exemption from tax on corpora¬ 
tions, certain trusts, etc. • • • 

(c) List of exempt organization f. 
following organizations are rcferrrd to 
subsection (a); • • • 

(16) Corporations organized by an 
elation subject to part III of this subebapt^ 
or members thereof, for the purpose of fi¬ 
nancing the ordinary crop operatior.» of sac® 
members or other producers, nnd operated » 
conjunction with such association. rxrmP* 
tlon ahall not be denied any such con***" 
tlon because it has capital stock. If & 
dividend rate of auch stock Is fixed at vox * 
exceed the legal rate of In Urea t In the 

of Incorporation or 8 percent per 
whichever Is greater, on the value of the con¬ 
sideration for which the stock was tom*®* 
and it substantially aU such stock ( oLr ' 
than non voting preferred atock. the owners 
of which aro not entitled or permitted 
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participate. directly or Indirectly, In the 
proflti of the corporation, on dissolution or 
pthrrwUe, beyond the fixed dividends* is 
by such association. or members 
ihmol: nor shall exemption bo denied any 
»tirh corporation beenuc$ there Is accumu- 
Uled and maintained by It a reserve required 
by State law or a reasonable reserve for any 
Mcetoary purpose, 

! 1.501 (c) <16)-1 Corporations or¬ 
ganized to finance crop operations . A 
corpora Uon organized by a farmers' co¬ 
operative marketing or purchasing asso¬ 
ciation, or the members thereof, for the 
purpose of financing the ordinary’ crop 
operations of such members or other pro¬ 
ducers is exempt, provided the marketing 
or purchasing association is exempt un¬ 
der section 521 and the financing corpo¬ 
ration is operated in conjunction with the 
marketing or purchasing association. 
The provisions of $ 1.521-1 relating to a 
reserve or surplus and to capital stock 
shall also apply to corporations coming 
under this section, 

11.501 (d) Statutory provisions; ex¬ 
emption from tax on corporations , cer- 
toin trusts, etc.; religious and apostolic 

organizations. 

Sec. 501 Exemption from tax on corpora - 
how, certain trusts, etc. • • • 

id) Religious and apostolic organizations. 
Tht following organisation* ore referred to In 
luboecilon (a): Rcllgloun or apostolic rmo- 
eUtkma or corporation*, if ouch associations 
or corporations have a common treasury or 
community treasury, even if such associations 
or corporations engage in business for the 
common benefit of the members, but only if 
tbs members thereof Include (at the time of 
Wing their returns) In their grass Income 
tfcdr entire pro rata shares, whether distrib¬ 
uted or not. of the taxable income of the 
■moeisUon or corporation for such year. Any 
■mount so included In the gross income of a 
number shall be treated as a dividend 
receired. 


11501 <d>-l Religious and apostolic 
delations or corporations, (a) Relig¬ 
ious or apostolic associations or corpora¬ 
tions arc exempt from taxation under 
chapter 1 if they have a common treasury 
or community treasury, even though they 
In business for the common bene- 
nt of the members, provided each of the 
Joembers includes (at the time of filing 
^urn) in his gross income his entire 
j"? rata share, whether distributed or 
“fit. of the net income of the association 
or corporation for the taxable year of the 
gelation or corporation ending with or 
Wi ^ htxable year. Any amount so 
ln tllc gross hicome of a member 
7h k b ^ rcate<1 ** a dividend received. 
ery aasoc * |fc tlon or corporation 
sJ? i. g cxcm Ption as a religious or 
im?* .w associa tton or corporation 
25? Provisions of section 501 <d> 
on for taxable year a return 

w.J/™ 1085 stating specifically the 
trwii* ,ts Bross 1x1001,10and deductions, 
Jr taxable income. Also, there shall 
ttached to the return as a part 


thereof 


a statement showing the name 


, -oxiv/w viic uiuuc 

•ociiiti CiS °* eac ^ men *bcr of the as- 
of hu^S 0r cor P°ration and the amount 
distributive share of the taxable 
!o* fcs^ation or corporation 

any rn ^ I***' ** Uie taxable year of 
fibk* • f mbe # r 13 different from the tax- 
v ar °* 1110 association or Corpora¬ 
te. 14_a 


tlon, the distributive share of the tax¬ 
able Income of the association or corpo¬ 
ration to be Included in the gross income 
of the member for his taxable year shall 
be based upon the taxable income of 
the association or corporation for the 
taxable year of the association or cor¬ 
poration ending within the taxable year 
of the member. 

i 1.501 (e) Statutory provisions: ex¬ 
emption from tax on corporations , cer¬ 
tain frosts, etc.; cross reference , 

Sec. 501. Exemption from tax on corpo¬ 
rations. certain trusts, etc . • • • 

(®) Cross reference. For nonexemption 
of Communist-controlled organization*, nee 
section 11 (b) of the Internal Security Act 
of I960 (04 Stnt. 097; 50 U. S. C. 790 (b)). 

J 1.501 (e)-l Communist-controlled 
organizations. Under section 11 (b) of 
the Internal Security Act of 1950. no 
organization described in section 101 of 
the Internal Revenue Code of 1939 is 
entitled to exemption under sections 501 
or 521 for any taxable year if at any time 
during such year such organization is 
registered under section 7 of such Act 
or if there is in effect a final order of 
the Subversive Activities Control Board 
established by section 12 of such Act 
requiring such organization to register 
under section 7 of such Act. (See sec¬ 
tion 7852 <b> for applicability to Inter¬ 
nal Revenue Code of 1954.) 

$ 1.502 Statutory provisions; feeder 
organizations , 

Sxc. 502. Feeder organizations. An or¬ 
ganization operated for the primary purpose 
of carrying on a trade or business for profit 
shall not be exempt under section 501 on 
the ground that all of 1U profits are payable 
to one or more organizations exempt under 
section 501 from taxation. For purposes of 
this section, the term “trade or business" 
shall not Include the rental by an organiza¬ 
tion of Its real property (Including personal 
property leased with the real property), 

5 1.502-1 Feeder organizations, (a) 
In the case of an organization operated 
for the primary purpose of carrying on 
a trade or business for profit, exemption 
is not allowed under any paragraph of 
section 501 on the ground that all the 
profits of such organization are payable 
to one or more organizations exempt 
from taxation under section 501. For 
the purpose of this rule, the term "trade 
or business" docs not include the rental 
by an organization of its real property 
(including personal property leased with 
the real property). In determining the 
primary purpose of an organization, all 
the circumstances must be considered, 
including the size and extent of the trade 
or business and the size and extent of 
those activities of such organization 
which are specified in the applicable 
paragraph of section 501. 

(b) If a subsidiary organization of a 
tax-exempt organization would itself be 
exempt on the ground that its activities 
are an integral part of the exempt ac¬ 
tivities of the parent organization, its 
exemption will not be lost because, as 
a matter of accounting between the two 
organizations, the subsidiary derives a 
profit from its dealings with its parent 
organization, for example, a subsidiary 
organization which is operated for the 
sole purpose of furnishing electric power 


used by its parent organization, a tax- 
exempt educational organization, in car¬ 
rying on Its educational activities. 
However, the subsidiary organization is 
not exempt from tax if it is operated 
for the primary purpose of carrying on 
a trade or business which would be an 
unrelated trade or business (that is. un¬ 
related to exempt activities) if regularly 
carried on by the parent organization. 
For example, if a subsidiary organization 
is operated primarily for the purpose 
of furnishing electric power to consum¬ 
ers other than its parent organization 
(and the parent's tax-exempt subsidiary 
organizations), it Is not exempt since 
such business would be an unrelated 
trade or business if regularly carried on 
by the parent organization. Similarly, 
if the subsidiary Is owned by several 
unrelated exempt organizations, and is 
operated for the purpose of furnishing 
electric power to each of them. It Is not 
exempt since such business would be an 
unrelated trade or business if regularly 
carried on by any one of the tax-exempt 
organizations. 

(c) In certain cases an organization 
which carries on a trade or business for 
profit but Is not operated for the pri¬ 
mary purpose of carrying on such trade 
or business is subject to the tax imposed 
under section 511 on its unrelated busi¬ 
ness taxable income. 

§ 1.503 (a) Statutory provisions: re¬ 
quirements for exemption; denial of ex¬ 
emption to organizations engaged in pro¬ 
hibited transactions . 

Src. 503. Acquirements for exemption— 
(a) Denial of exemption to organisations en¬ 
gaged in prohibited transactions —(1) Gen¬ 
eral rule. An organization described in sec¬ 
tion 501 (c) (3) which Is subject to the pro¬ 
visions ot this section shall not be exempt 
from taxation under section 501 (a) If it has 
engaged In a prohibited transaction after 
July 1. 1950: and an organization described 
In section 401 (a) which Is subject to the 
provisions of this section shall not be exempt 
from taxation under section 601 (a) if It 
has engaged in a prohibited transaction 
after March 1, 1954. 

(2) Taxable years affected. An organiza¬ 
tion described In section 601 (c) (3) or sec¬ 
tion 401 (a) shall be denied exemption from 
taxation under section 501 (a) by reason of 
paragraph (1) only for taxable years after 
the taxable year during which It Is notified 
by the Secretary or his delegate that it has 
engaged In a prohibited transaction, unless 
such organization entered into such pro¬ 
hibited transaction with the purpose of di¬ 
verting corpus or income of the organization 
from tu exempt purposes, and such transac¬ 
tion Involved a substantial part of the corpus 
or Income of such organization. 

5 1 503 (a)-l Denial of exemption to 
organizations engaged in prohibited 
transactions . (a) The prohibited trans¬ 
actions enumerated in section 503 (c> are 
In addition to and not in limitation of the 
restrictions contained in section 501 (c) 
(3) and section 401 <a). Even though an 
organization has not engaged in any of 
the prohibited transactions referred to in 
section 503 <c), it still may not qualify 
for tax exemption In view of the general 
provisions of section 501 (c) (3) and sec¬ 
tion 401 (a). Thus, if a trustee or other 
fiduciary of the organization (whether 
or not he is also a creator of such organi¬ 
zation) enters into a transaction with 
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the organization, such transaction will 
be closely scrutinized In the light of the 
fiduciary principle requiring undivided 
loyalty to ascertain whether the organi¬ 
zation is in fact being operated for the 
stated exempt purposes. For the pur¬ 
poses of subchaptcr F the term "organi¬ 
zation” includes an employees’ trust de¬ 
scribed in section 401 <a). 

<b> An organization described in sec¬ 
tion 501 (c) (3) which after July 1. 1950. 
has engaged in any prohibited trans¬ 
action as defined in section 503 <c>, un¬ 
less it is excepted by the provisions of 
section 503 (b). and an organization 
described in section 401 (a) which after 
March 1. 1954. has engaged in any such 
prohibited transaction shall not be ex¬ 
empt from taxation under section 501 
(a) for any taxable year subsequent to 
the taxable year in which there is mailed 
to it a notice in WTitlng by the Commis¬ 
sioner that it has engaged in such pro¬ 
hibited transaction. Such notification 
by the Commissioner shall be by regis¬ 
tered or certified mail to the last known 
address of the organization. However, 
notwithstanding the requirement of no¬ 
tification by the Commissioner, exemp¬ 
tion shall be denied with respect to any 
taxable year if such organization during 
or prior to such taxable year commenced 
the prohibited transaction with the pur¬ 
pose of diverting Income or corpus from 
its exempt purposes and such trans¬ 
action involved a substantial part of the 
income or corpus of such organization. 
For the purpose of this section, the term 
"taxable year" means the established an¬ 
nual accounting period of the organiza¬ 
tion; or. if the organization has no such 
established annual accounting period, 
the "taxable year" of the organization 
means the calendar year. 

(c) The application of section 503 (c) 
may be illustrated by the following ex¬ 
amples: 

Example (I), A create* a foundation In 
1049 ostensibly for educational purposes. B, 
a trustee, accumulate* the foundation's In¬ 
come from 1052 until 1055 and then uses a 
substantial part of this accumulated Income 
to send A's children to college. The foun¬ 
dation would lose Its exemption for the 
taxable yean 1052 through 1055 and for sub¬ 
sequent taxable years until it regains Us 
exempt status. 

Example (2). If under the facta In ex¬ 
ample <1) such private benefit was the pur¬ 
pose of the foundation from It* inception, 
such foundation is not exempt by reason of 
the general provisions of section 501 (c) <3)» 
without regard to the provisions or section 
503. for all years since its Inception, that is. 
for Lbo taxable years 1040 through 1055 and 
subsequent taxable yean, since under sec¬ 
tion 501 (c) (3) the organisation must be 
organised and operated exclusively lor ex¬ 
empt purpose*. See I 1.501 (c) (3)-I. See 
also | 1.504-1 for loss of exemption in the 
cose of certain organisations accumulating 
income. 

f 1.503 (b) Statutory provisions: re¬ 
quirements for exemption; organizations 
to which section applies. 

6sc. 503. Requirements for exemption. 

• • • 

<b) Organizations to which section ap¬ 
plies. This section shall apply to any or¬ 
ganisation described in section 501 (c) (3) 
or section 401 (a) except— 

(1) A religious organization (other than 
a trust); 


(2) An educational organisation which 
normally maintains a regular faculty and 
curriculum and normally has a regularly en¬ 
rolled body of pupils or students In attend¬ 
ance at the place where ita educational ac¬ 
tivities are regularly carried on; 

(3) An organisation which normally re¬ 
ceives a substantial part of ita support (ex¬ 
clusive of income received in the exercise or 
performance by such organisation of Its 
charitable, educational, or other purpose or 
function constituting the basis for Its ex¬ 
emption under section 501 (a)) from the 
United States or any State or political sub¬ 
division thereof or from direct or Indirect 
contributions from the general public; 

(4) An organisation which Is operated, su¬ 
pervised, controlled, or principally supported 
by a religious organisation (other than a 
trust) which Is Itself not subject to the 
provisions of this section; and 

(5) An organisation the principal purpose* 
or functions of which are the providing of 
medical or hospital care or medical educa¬ 
tion or medical research or agricultural re¬ 
search. 

$ 1.503 (c) Statutory provisions; re¬ 
quirements for exemption; prohibited 
transactions. 

Bsc. 503. Requirements for exemption. • • • 

(c) Prohibited transactions. For purposes 
of this section, the term "prohibited trans¬ 
action" means any transaction In which an 
organisation subject to the provisions of this 
section— 

(1) Lends any part of its income or corpus, 
without the receipt of adequate security and 
a reasonable rate of Interest, to; 

(2) Pays any compensation. In excess of 
a reasonable allowance for salaries or other 
compensation for personal services actually 
rendered, to; 

(3) Makes any part of its services avail¬ 
able on a preferential basis to; 

(4) Makes any substantial purchase of se¬ 
curities or any other property, for more than 
adequate consideration in money or money's 
worth, from; 

(5) 8e!ls any substantial part of Its securi¬ 
ties or other property, for leas than an ade¬ 
quate consideration In money or money's 
worth, to; or 

(6) Engages In any other transaction 
which results in a substantial diversion of 
its income or corpus to; 

the creator of such organisation (if a trust); 
a person who has made a substantial con¬ 
tribution to such organisation; a member 
of the family (as defined In section 267 (c) 
(4)) of an individual who is the creator of 
such trust or who has made a substantial 
contribution to such organisation; or a cor¬ 
poration controlled by such creator or person 
through the ownership, directly or Indirectly, 
of 50 percent or more of the total combined 
voting power of all classes of stock entitled 
to vote or 50 percent or more of the total 
value of shares of all classes of stock of the 
corporation. 

$ 1.503 (c)-l Frohibited transac¬ 
tions —(a) In general. The term "pro¬ 
hibited transaction" means any trans¬ 
action set forth in section 503 <c) en¬ 
gaged in by an organization described 
in section 501 (c) (3) or section 401 (a), 
other than those organizations excepted 
by section 503 (b). Whether a trans¬ 
action is a prohibited transaction de¬ 
pends on the facts and circumstances of 
the particular case. Tills section is in¬ 
tended to deny tax-exempt status to 
those organizations described in sections 
501 (c) (3) and 401 (a) which engage in 
transactions which inure to the private 
advantage of <1> the creator of such 
organization; (2) any substantial con¬ 


tributor to the organization (see, how- 
ever, section 401 (a) as to contribution! 
to an employees* trust); <3) a member 
of the family (as defined in section 26? 
(c) (4)) of the creator of or substantial 
contributor to such organization; or <4> 
a corporation controlled by such creator 
or substantial contributor os set forth In 
section 503 (c). 

(b) Loans as prohibited transaction 
under section 503 (c) (I). For the pur¬ 
poses of section 503 (c) (1), which treats 
ns prohibited transactions certain loans 
by an organization without receipt of 
adequate security and a reasonable rate 
of interest, the term "adequate security'’ 
means something in addition to and sup¬ 
porting a promise to pay. which is so 
pledged to the organization that it may 
be sold, foreclosed upon, or otherwise 
disposed of in default of repayment of 
the loan, the value and liquidity of which 
security is such that it may reasonably 
be anticipated that loss of principal or 
interest will not result from the loon. 
Mortgages or Hens on property, accom¬ 
modation endorsements of those finan¬ 
cially capable of meeting the indebted¬ 
ness, and stock or securities issued by 
corporations other than the borrower 
may constitute security for a loan to the 
persons or organizations described to 
section 503 <c). Stock of a borrowing 
corporation and unsecured debenture* 
of a borrower do not constitute adequate 
security under that section. See 11.40I 
for rules relating to investment of funds 
in stock or securities of person* or or¬ 
ganizations described in section 503 (0. 

(c) Examples. The followinr exam¬ 
ples illustrate the operation of section 
503(0 (1): 


Example (f). A. grantor of an exempt 
trust, borrow* $100,000 from such trust. fil¬ 
ing his unsecured promissory note. The te. 
worth of A Is $1,000,000. The net worth « 
A la not "security" for such loan and th* 
transaction Is a prohibited transaction. I' 
however, the note Is secured by a morttf&f* 
on property of suffilcent value, or U accom¬ 
panied by acceptable collateral of sufltele®* 
value, or carries with It the secondary pro®* 
lse of repayment by an aecomm<xixi'k>a en¬ 
dorser financially capable of meeting tbe 
deb ted ness, It may be adequately 
However, subordinated debenture bond* oi ■ 
partnership which are guaranteed by 
genera] partners are not adequately seW** 
since the general partners are liable torV 
firm's debt and their guaranty adds no ac¬ 
tional security. 

Example (2). Assume the same fscti" 
In example (1) except that A's premise 0 *? 
note In the amount of $100,000 to the lru f 
la secured by property which hss n (six 
ket value bf $75,000. A's promissory note w- 
cured to the extent of $75,000 l* n0 * * 
quately secured within the meaning of a* 
tlon 503 (c) (1) since the security « 
time of the transaction must be gu»cJeni 
repay the Indebtedness. Interest, and chars 
which may pertain thereto. f 

Example (3), Corporation D, ertatee 
an exempt organization, borrows 
from such organization, giving its P roal ~d!L 
note accompanied by stock of the bdj*®. 
corporation with a fair market value « 

000. Since promissory notes and 
have priority over stock in the event m u* 
datlon of the corporation, stock of s doitu 
I ng corporation may not be ' 

security. Likewise, debenture bonds • 
are convertible on default Into u . 

of the issuing corporation may » ot 
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t-adequate security** under section 503 

10 ( 1 ). 

tarn pie (4). E. grantor of a trust, bor- 
foari $100,000 from such trust, giving his 
r and promissory note at the rate of 3 per- 
<rai interest. The prevailing rate of Interest 
flirted try financial Institutions in the com- 
aunitf where the transaction takes place Is 
Ipeccent for a loan of the same duration and 
(.oUsrly secured. The loan by the trust to 
tbs grantor Is a prohibited transaction since 
iKtion 503 (c) (1) requires both adequate 
Kcurlty evud a reasonable rate of Interest. 
Further, a promise to repay the loan plus a 
ptretotage of future profits which may be 
pvtUr than the prevailing rate of interest 
to* not meet the reasonable rate of Interest 
requirement. 

(d) Loans before March 1, 1954. In 
determining the treatment of loans 
made before March 1, 1954, by an em¬ 
ployees* pension, stock bonus, or proflt- 
ifctrins trust described in section 401 (a) 
vhich would constitute a prohibited 
transaction under section 503 <c> (1) if 
made on or after March 1. 1954, the fol¬ 
lowing special rules shall apply. 

<0 If any part of the loan is repay¬ 
able before December 31. 1955. such part 
of the loan may be renewed on the same 
term* for a period not extending beyond 
wch date without such renewal consti¬ 
tuting a prohibited transaction. 

(2) If the loon is repayable on de¬ 
mand. continuation of such loan beyond 
Member 31.1955. without the receipt of 
adequate security and a reasonable rate 
of interest as required by section 503 (c) 
<1>. will be deemed a prohibited trans¬ 
action. 

12) If any part of the loan is repayable 
after December 31. 1955. the holding of 
**h part until maturity is not a pro¬ 
fited transaction. 


11503 (d) Statutory provisions: re - 
Wements for exemption ; future status 
o rganizations denied exemption. 


tec. 
fto«. • 


503. Requirementt for e i e m p~ 


id) Future status of organizations denied 
**txptton. Any organ tea tton described in 
**^501 (c) ( 3 ) or section 401 (a) which 
j* tented exemption under section 501 (a) by 
of tubeecUon (a) of this section, with 
[ 7 *** 10 any toxablo year following the 
year in which notice of denial of 
7***l>tlon was received, may. under regula- 
Tu P** CTibe ** by the Secretary or his dele- 
* ale claim for exemption, and If the 
his delegate, pursuant to such 
rJWlons. i B satisfied that such organ Uut- 

^.hibnL 00 .* know, «8»7 engage In a 

£iu Sir * 1 transaction, such organization 
J? ex *mpt with respect to taxable years 
• uie year in which such claim Is filed. 


fern!?* <d> -* Future status of organ - 
****** exemption, (a) Any or- 
inn^!i ** enle * exemption under scc- 
(3> or ««tlon 501 <a). by 
provisions of section 503 
to*‘oi? y * m V n any foliow- 

< ble year ln whlch notice of 
imh issueci * a claim for exemption 
^ Erector of internal rev- 

Whirn ° 4 ^ % revenue district in 

1( >cated the principal place of 
Nation „i 0r , princi P*l office of the organ - 
the ir?? in8 exemption. Form 1023. 

th *ch m?v. applicatlon * a copy of 
obtatn «* from any district 
for internal revenue, shall be used 

Nation the casc of ** or s*n- 

at^crlbcd In section 501 (c) (3), 


In the case of an organization described 
in section 401 <a> the information re¬ 
quired In 5 1.401-1 <e> should be sub¬ 
mitted. The claim must contain or have 
attached to lt. In addition to the infor¬ 
mation generally required of an organ¬ 
ization claiming exemption under section 
501 (c) (3) or 401 (a), o written declara¬ 
tion made under the penalties of perjury 
by a principal officer of such organization 
authorized to make such declaration that 
the organization will not knowingly 
again engage in a prohibited transaction. 
See $ 1.501 (a>-l for proof of exemption 
requirements in general. 

(b> If the district director of internal 
revenue is satisfied that such organiza¬ 
tion will not knowingly again engage in a 
prohibited transaction and that the or¬ 
ganization also satisfies all other require¬ 
ments under section 501 <c> (3) or sec¬ 
tion 401 (a), he shall so notify the or¬ 
ganization in writing. In such case the 
organization will be exempt (subject to 
the provisions of sections 501 (c) (3), 
401 ia), 503. and 504) with respect to 
the taxable years subsequent to the tax¬ 
able year in which the claim prescribed 
in section 503 (d) is filed. Section 503 
contemplates that an organization de¬ 
nied exemption because of the terms of 
such section will be subject to taxation 
for at least one full taxable year. For 
the purpose of this section, the term 
“taxable year** means the established 
annual accounting period of the organi¬ 
zation; or, if the organization has no 
such established annual accounting pe¬ 
riod. the “taxable year** of the organiza¬ 
tion means the calendar year. 

§ 1.503 (d>-2 Fiscal years and short 
taxable years ending after March 1. 1954 . 
subject to the Internal Revenue Code of 
1939. Pursuant to section 7851 (a) (1) 
<C>. the regulations prescribed in 
ii 1.503 (a)-l to 1.503 (d)-l. inclusive, as 
they relate to the denial of exemption to 
organizations described in section 401 

(a) engaged in prohibited transactions 
after March 1. 1954, shall also apply to 
taxable years beginning after December 
31. 1953, and ending after March 1. 1954. 
but before August 17.1954, and to taxable 
years beginning before January I, 1954. 
and ending after March 1. 1954. which 
years are subject to the Internal Revenue 
Code of 1939. 

5 1.503 (e) Statutory provisions ; re¬ 
quirements for exemption ; disallowance 
of certain charitable, etc., deductions. 

8 «c. 503. Requirements for exemption . 

• • • 

(e) Disallowance of certain charitable, 
etc., deductions. No gift or bequest for re¬ 
ligious, charitable, scientific, literary, or edu¬ 
cational purposes (Including the encourage¬ 
ment of art and the prevention of cruelty to 
children or animals). otherwise allowable as 
a deduction under section 170, 642 (c). 545 

(b) ( 2 ). • * * shall be allowed as a deduc¬ 
tion if made to an organisation described in 
section 501 (c) (3) which, in the taxable 
year of the organization In which the gift 
or bequest is made. Is not exempt under sec¬ 
tion 501 (a) by reason of this section. With 
respect to any taxable year of the organiza¬ 
tion for which the organization is not ex¬ 
empt pursuant to subsection (a) by reason 
of having engaged In a prohibited transac¬ 
tion with the purpose of diverting the 
corpus or Income of such organization from 
its exempt purposes and such transaction 


involved a substantial port of such corpus 
or Income, and which taxable year Is tho 
same, or prior to the, taxable year of tho 
organization in which such transaction oc¬ 
curred. such deduction shall be disallowed 
the donor only if such donor or (If such donor 
Is an Individual) any member of his family 
(as defined In section 267 (c) (4)) was a 
party to such prohibited transaction. 

5 1 503 (c)-l Disallowance of certain 
charitable deductions . (a) No gift or 

contribution which would otherwise bo 
allowable as a charitable or other deduc¬ 
tion under section 170, 642 (c). or 545 
(b> (2) shall be allowed as a deduction 
if made to an organization which at the 
time the gift or contribution Is made is 
not exempt under section 501 (c) (3) by 
reason of the provisions of section 503. 

(b) If an organization, which receives 
a gift or contribution, is not exempt un¬ 
der section 501 (c) (3) because it engaged 
in a prohibited transaction involving a 
substantial part of its income or corpus 
with the purpose of diverting its income 
or corpus from its exempt purposes, and 
if the taxable year of the organization 
during which such gift or contribution 
is made to it is the same as, or is prior 
to. its taxable year in which such pro¬ 
hibited transaction occurred, then a de¬ 
duction by the donor with respect to the 
gift or contribution shall not be dis¬ 
allowed under section 503 (e) unless the 
donor (or any member of his family if 
the donor is an individual) is a party to 
such prohibited transaction. For the 
purpose of the preceding sentence, the 
members of an individual donor's family 
include only his brothers and sisters, 
whether by whole or half blood, spouse, 
ancestors, and lineal descendants. 

(c) The application of section 503 (e> 
may be illustrated by the following ex¬ 
ample; 

Example. In 1954, Corporation A. which 
file* IU income tax returns on the calendar 
year basis, creates a foundation purportedly 
for charitable purposes and deducts from its 
gross income for that year the amount of 
tho gift to the foundation. Corporation A 
makes additional gifts to this foundation 
In 1955, 1956. and 1957. and takes charitable 
deductions for such years. B. an Individual, 
also contributes to the foundation In 1955. 
1956, and 1957, and takes charitable deduc¬ 
tions for such years. In 1956. the foundation 
commences purposely to divert its corpus to 
the benefit of Corporation A. and a substan¬ 
tial amount of such corpus Is so diverted 
by the close of the taxable year 1956. For 
1955 and subsequent taxable years, tbs 
exemption allowed the foundation under sec¬ 
tion 601 (c) (3) Is denied by reason of tho 
provisions of section 503 (a). Both Cor¬ 
poration A and individual B would be dis¬ 
allowed any deduction for tho contributions 
made during 1957 to the foundation. More¬ 
over. the charitable deductions taken by 
Corporation A for contributions to the foun¬ 
dation in the ycEirs 1955 and 1956 would 
also be disallowed since Corporation A w&s 
a party to tbe prohibited transaction. If 
the facts and surrounding circumstances In¬ 
dicate that the contribution in 1954 by Cor¬ 
poration A was for the purpoee of the 
prohibited transaction, then the charitable 
deduction for the year 1954 shall also be 
disallowed with respect to Corporation A. 
since the prohibited transaction would then 
have commenced with the making of such 
contribution and the exemption allowed the 
foundation under section 501 ( 0 ) ( 3 ) would 
then be denied for 1054 by reason of the 
provisions of section 503 (e). 





470 


PROPOSED RULE MAKING 


S 1.503 <f> Statutory provisions: re¬ 
quirements /or exemption; definitions. 

Sue. M)3, Requirements for exemption , • • • 

it) Definition. Far purposes of this sec* 
tion. the term “gift or bequest*' mean* any 
gift, contribution, bequest, devise, legacy, 
or transfer. 

$ 1.503 (g) Statutory provisions; re¬ 
quirements for exemption; special rule 
for loans. 

8tc 603. Requirements for exemption. • • • 

(g) Special rule for loans. For purposes 
of the application of subsection <c) ( 1 ), 
in the case of a loan by a trust described 
in section 401 (a), the following rules shall 
apply with respect to a loan made before 
March 1. 1064. which would constitute a 
prohibited transaction If made on or after 
March 1, 1064: 

(1) If any part of the loan Is repayable 
prior to December 81. 1066. the renewal of 
such part of the loan for a period not 
extending beyond December 31, 1085, on tho 
same terms, shall not be considered a pro* 
hlblted transaction. 

(2) If the loan la repayable on demand, 
the continuation of the loan without the 
receipt of adequate security and a reason¬ 
able rate of interest beyond December 81, 
1055. shall be considered a prohibited trans¬ 
action. 

j 1.503 <g)-l Cross reference. For 
provisions relating to loans before March 
1, 1954, see 5 1.503 (0-1 <d>. 

$ 1.504 Statutory provisions; denial 
of exemption . 

See. 504. Denial of exemption —(a) Gen¬ 
era/ rule. In the case of any organisation de¬ 
scribed In section 601 (c) ( 3 ) to which section 

503 is applicable, exemption under section 
501 shall be denied far the taxable year If 
the amounts accumulated out of Income 
during the taxable year or any prior taxable 
year and not actually paid out by the end 
of the usable year— 

(1) Are unreasonable In amount or dura¬ 
tion in order to carry out the chart table, 
educational, or other purpose or function 
constituting the basis for exemption under 
section 501 (a) of an organisation described 
in section 601 (c) 18); or 

(2) Are used to a substantial degree for 
purposes or functions other than those con¬ 
stituting the basis for exemption under sec¬ 
tion 501 (a) of an organisation described In 
section 501 (c) < 3 ); or 

(3) Are Invested In such a manner as to 
Jeopardise the carrying out of the charitable, 
educational, or other purpose or function 
constituting the basis for exemption under 
section 601 (a) of an organisation described 
lu section 601 (c) ( 3 ). 

Paragraph ( 1 ) shall not apply to Income 
attributable to property of a decedent dying 
before January 1. 1961, which I* transferred 
under his will to a trust created by such will. 
In the case of a trust created by the will of a 
decedent dying on or after January 1. 1951, 
if Income Is required to be accumulated pur¬ 
suant to the mandatory terms of the will 
creating the trust, paragraph < 1 ) shall apply 
only to Income accumulated during a taxable 
year of the trust beginning more than 21 
years after the date of death of the last life 
in being designated in the trust Instrument. 

(b> Cross references . For the limitation 
on charitable contributions in case of unrea¬ 
sonable accumulations by certain trusts, see 
section 681 (c) i 2 ). 

9 1.504-1 Denial of exemption, (a) 
The restrictions enumerated in section 

504 are in addition to and not in llmita- 

tion of the restrictions contained in sec¬ 
tion 501 (c> <3). Even though an 

organization has not violated any of the 


terms of section 504, It still may not qual¬ 
ify for tax exemption in view of the 
general provisions of section 501 <c) (3). 
Thus, If a trustee or other fiduciary of the 
organization (whether or not he is also a 
creator of such organization) enters into 
a transaction with the organization, such 
transaction will be closely scrutinized in 
the light of the fiduciary principle requir¬ 
ing undivided loyalty to ascertain 
whether the organization is in fact being 
operated for the stated exempt purposes. 

<b> (1) General rule . Any organiza¬ 
tion described in section 501 (c) <3) other 
than an organization described in section 
503 <b) (1) through (5), inclusive, shall 
not be exempt under section 501 (c) (3) 
if the amounts accumulated out of In¬ 
come during the taxable year, or any 
prior taxable year, and not actually paid 
out for exempt purposes by the end of the 
taxable year, are unreasonable. Amounts 
accumulated out of income become un¬ 
reasonable when more income is accumu¬ 
lated than is needed, or when the dura¬ 
tion of the accumulation is longer than 
Is needed in order to carry out the pur¬ 
pose constituting the basis for the or¬ 
ganization's exemption. Furthermore, 
such an organization shall not be exempt 
under section 501 (c) (3) if amounts 
accumulated out of income are used to a 
substantial degree for purposes or func¬ 
tions other than those constituting the 
basis for the organization's exemption, or 
if such amounts are invested in such a 
manner as to jeopardize the carrying 
out of the purpose or function constitut¬ 
ing the basis for the organization's 
exemption. 

<b) (2) Special rule. The provisioas 
for the denial of exemption under section 
501 <c> <3> for unreasonable accumula¬ 
tions of income will not apply to income 
attributable to property of a decedent 
dying before January 1. 1951, which Is 
transferred under his will to a trust 
created by such will. In the case of a 
trust created by the will of a decedent 
dying on or after January 1,1951. where 
Income is required to be accumulated by 
the trust, the denial of exemption for 
unreasonable accumulations of income 
under paragraph <b> (1) will apply only 
to Income accumulated during a taxable 
year of the trust beginning more than 
21 years after the date of death of the 
last life in being designated in the trust 
instrument. 

(c) For the purpose of section 504, the 
term "income" means gains, profits, and 
Income determined under the principles 
applicable in determining the earnings 
or profits of a corporation. The amount 
accumulated out of income during the 
taxable year or any prior taxable year 
shall be determined under the principles 
applicable in determining the accumu¬ 
lated earnings or profits of a corporation. 
In determining the reasonableness of an 
accumulation out of Income, there will be 
disregarded the following: 

(1) The accumulation of gain upon 
the sale or exchange of a donated asset 
to the extent that such gain represents 
the excess of the fair market value of 
such asset when acquired by the organ¬ 
ization over Its substituted basis in the 
hands of the organization; 

(2) The accumulation of gain upon 
the sale or exchange of property held for 


the production of investment Income, 
such as dividends, interest, and renu, 
where the proceeds of such sale or ex. 
change are within a reasonable time re¬ 
invested in property acquired and held 
in good faith for the production of in- 
vestment income. 

<d> Whether the conditions specified 
in paragraphs (1), (2). and (3) of lec¬ 
tion 504 (a) are present in any cue 
must be determined from all the ficu 
The conditions specified in section 504 
<a> <1>, (2). and <3> may result from 
the use of only one organization or of i 
chain of two or more organizations. 

<e) An organization that has lost lu 
exempt status by reason of the provisions 
of section 504 may, in order to re-estab¬ 
lish its exemption, file a claim for ex¬ 
emption with the district director of 
internal revenue for the internal rev¬ 
enue district in which is located the 
principal place of business or prlndptJ 
office of the organization. Form 1025. 
the exemption application, a copy cf 
which may be obtained from any district 
director of internal revenue, shall be 
used for this purpose. The claim foe 
exemption must contain or be accom¬ 
panied by information or evidence shov¬ 
ing that the circumstances that caused 
the loss of exemption under section 504 
no longer exist, and a written declaration 
made under the penalties of perjury, by 
a principal officer of such organization 
authorized to make such declaration, 
that the organization will not knowingly 
again violate the terms of section 504 
See 9 1.501 <a)-l for proof of exemption 
requirements in general. The provision* 
of section 504 contemplate that an or¬ 
ganization denied exemption thereunder 
will be subject to taxation for at least 
one full taxable year. For the purpo* 
of this section, the term •‘taxable year 
means the established annual account¬ 
ing period of the organization; or. If tae 
organization has no such established an¬ 
nual accounting period, the 'taxao^ 
year" of the organization means tw 
calendar year. 

<f> In the case of an organization 
nied exemption under section 501 <c> > 
solely by reason of the provisions of 
tion 504. deductions otherwise onowamr 
under sections 170, 545 <b) (2). or 
(ci for gifts or contributions to wc 
organization shall not be dlaaHowwi n • 
the year during which the exempts 
denied and prior years. 

TAXATION OF BUSINESS INCOME Of ClIfAI* 
EXEMPT ORGANIZATIONS 


I 1.511 Statutory provisions; ***** 

n of tax on unrelated businas *co™ 
charitable, etc., organizations. 

*c. 511. /tnpoj tf ton of tax on 
rirMus income of charitable. etc^.o^^ nt 
w—(a) Charitable. 
able at corporation rates— (1> 
tax. There is hereby _ ^ 

able year on Ihc unrelated b\is ^ 

e income (a* defined in l< \_ rufr apa 
ry organization described in P*T ^ u 
a normal tax and a surtax coinF* |lic n 
vlded in section II. 1° 
nputatlon for purpose* of tni» 
term “taxable income" as ubco 
ihfiil be read as “unrelated bin 

e incoroo". . . e-r— iA> 

orAAit<*/if(oni tub feet ... 
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(J). (J). ($)• 0*4 (5), and section 40i (a). 
Tb« tax** imposed by paragraph (1) shall 
ipp *7 tn the case of any organization (other 
thin s church, a convention or association 
of churches, or a trust described in subaec- 
Uo n <b)) which la exempt, except as pro- 
Tided In this part, from taxation under this 
fohUlls by reason of section 401 (a) or of 
paragraph (3). (5). or (6) of section 501 (c). 
Such taxes shall also apply In the case of a 
corporation described In section 501 (c) (2) 
if the income Is payable to an organization 
which Itself is subject to the taxes Imposed 
by paragraph (1) or to a church or to a 
ontentlon or association of churches. 

IB) State colleges and universities. The 
tun imposed by paragraph (1) shall apply 
tn the case of any college or university which 
li an agency or instrumentality of any gov¬ 
ernment or any political subdivision thereof, 
or which li owned or operated by a govern¬ 
ment or any political subdivision thereof, or 
by any agency or instrumentality of one or 
man governments or political subdivisions. 
Both taxes shall also apply In the case of any 
wcpomion wholly owned by one or more 
KKh colleges or universities. 

(b| Tax on charitable, etc., trusts —(1) 
Inpotition of tax . There is hereby Imposed 
for rich taxable year on the unrelated busl- 
ua taxable Income of every trust described 
is paragraph (2) a tax computed as provided 
in section 1. In making such computation 
far purpose* of this section, the term “tux- 
ibt* lncome M as used In section 1 shall be 
ttsa u “unrelated business taxable Income" 
u defined tn section 512. 

12> Charitable, etc., trusts subject to tax. 
Th* tax Imposed by paragraph (1) shall ap¬ 
ply tn the case of any trust which Is exempt. 

as provided In this part, from taxation 
uader thli subtitle by reason of section 501 
(3) or section 401 (a) and which. If It 
not for such exemption, would be sub- 
jfet to aubchspter J (sec. 041 and following, 
relating to estates, trusts, beneficiaries, and 
decedents). 

j c ) Effective date. The tax imposed by 
wctlon shall apply. In the case of a trust 
ascribed in section 401 (a), only for taxable 
wi beginning after June 30. 1054. 


11.511-1 Imposition and rates of tax. 
wtion 511 (a> imposes a tax upon the 
unrein ted business taxable Income of 
wain organizations otherwise exempt 
Federal Income tax by reason of 
^tUon 501 ( C ) <3>, (5), and (6). It 
Eposes a tax upon the unrelated 
fulness taxable income, for taxable 
beginning after June 30, 1954, of 
ntaiilzaUona which are otherwise ex- 
^n« u ? der 401 (a> relating to 

Pension, profit-sharing, and 
to i? 11 * pIan3< Such taxes also apply 
uue holding corporations exempt un- 

rn*^ Uon 501 (c) (2) under certain 
Wdltiom set forth in section 511 (a) <2> 
iai .»J i 1x1X68 Imposed by section 511 
caiw ***° a PP lica ble in the case of any 
&• 0r univer *lty which is an agency 
anv nS i^f!^ en f 041 ty of any Bovernmcnfc or 
ca subdivision thereof, or 
ftert J! owned or operated by a govern¬ 
or bv 5_ any subdivision thereof 

agency or instrumentality of 
«ubdivui 0r morc B° v crnments or political 
lb % ov^K nd t0 any ^nwration 

foftt V,r ^ ° n ° 0r m ° rC 8UCh COl- 

<t) (u aniver sities. Under section 511 
bon si i Sanitations described in sec- 

ami l nr a> ( , 2) (A) and ln 5 1-511-2 
bon si, °^ an teaUons described in sec- 

aw a i«J 2> <B> are 8ub ^ cct 10 

fates Drovi^H. d 8Urtax at the corporate 

^Uon ^ by 800110,1 «• Under 
Uoa Ml (b) (1)# tnjsU descrlbcd in 


section 511 (b) (2) are subject to tax at 
the Individual rates prescribed in sec¬ 
tion 1. The deduction of $100 from tax¬ 
able income provided in section 642 (b) 
in the case of a trust taxable under 
subchapter J is not allowed in computing 
unrelated business taxable income. 

5 1.511-2 Organizations subject to 
tax. (a) (1) The taxes imposed by sec¬ 
tion 511 (a) <1) apply in the case of any 
organization (other than a church, a 
convention or association of churches, 
or a trust described in section 511 (b) 
<2)) which is exempt (except as provided 
in part II of subchapter F) from taxa¬ 
tion under chapter 1 by reason of sec¬ 
tion 501 (c) (3), (5), (6), or section 
401 (a). A corporation exempt from 
taxation under section 501 ic> (2) 
holding property for an organization 
which itself is subject to the tax or for a 
church or a convention or association 
of churches, is also subject to the tax 
imposed by section 511 <a> (l). 

(2) The taxes imposed by section 511 
(a) apply in the case of any college or 
university which is an agency or instru¬ 
mentality of any government or any po¬ 
litical subdivision thereof, or which is 
owned or operated by a government or 
any political subdivision thereof or by 
any agency or instrumentality of any 
one or more governments or political 
subdivisions. Such taxes also apply in 
the case of any corporation wholly owned 
by one or more such colleges or universi¬ 
ties. As here used, the word ''govern¬ 
ment" includes any foreign government 
(to the extent not contrary to any treaty 
obligation of the United States) and all 
domestic governments < the United States 
and any of its Territories or possessions, 
any State, and the District of Columbia). 
Elementary and secondary schools oper¬ 
ated by such governments are not sub¬ 
ject to the tax on unrelated business 
income. 

<3) (1) Churches and associations or 
conventions of churches are exempt from 
the tax imposed by section 511. The ex¬ 
emption is applicable only to an organi¬ 
zation which itself is a church or an 
association or convention of churches. 
Subject to the provisions of (ii), religious 
organizations, including religious orders, 
if not themselves churches or associa¬ 
tions or conventions of churches, and all 
other organizations which are organized 
or operated under church auspices, are 
subject to the tax imposed by section 511, 
whether or not they engage ln religious, 
educational, or charitable activities ap¬ 
proved by a church. 

<ii) The term ''church" includes a re¬ 
ligious order or a religious organization 
if such order or organization <a) is an 
integral part of a church, and <b) is en¬ 
gaged in carrying out the functions of 
a church, whether as a civil law corpo¬ 
ration or otherwise. In determining 
whether a religious order or organization 
is an integral part of a church, consid¬ 
eration will be given to the degree to 
which it is connected with, and controlled 
by, such church. A religious order or 
organization shall be considered to be 
engaged in carrying out the functions of 
a church if its duties include the minis¬ 
tration of sacerdotal functions and the 
conduct of religious worship. If a re¬ 


ligious order or organization is not an 
integral part of a church, or if such an 
order or organization is not authorized to 
carry out the functions of a church 
(ministration of sacerdotal functions and 
conduct of religious worship) then it is 
subject to the tax imposed by section 511 
whether or not it engages in religious, 
educational, or charitable activities ap¬ 
proved by a church. What constitutes 
the conduct of religious worship or the 
ministration of sacerdotal functions de¬ 
pends on the tenets and practices of a 
particular religious body constituting a 
church. If a religious order or organiza¬ 
tion can fully meet the requirements 
stated in this subdivision, exemption 
from the tax imposed by section 511 will 
apply to all its activities, including those 
which it conducts through a separate 
corporation or other separate entity 
which it wholly owns and which is not 
operated for the primary purpose of 
carrying on a trade or business for profit. 
Such exemption from tax will also apply 
to activities conducted through a sepa¬ 
rate corporation or other separate entity 
which is wholly owned by more than 
one religious order or organization, if 
all such orders or organizations fully 
meet the requirements stated in this sub¬ 
division and if such corporation or other 
entity is not operated for the primary 
purpose of carrying on a trade or busi¬ 
ness for profit. 

(b) The taxes imposed by section 511 
(b) shall apply in the case of any trust 
which is exempt from taxation by reason 
of section 501 (c> (3) and which, if it 
were not for such exemption under sec¬ 
tion 501 (c) (3). would be subject to the 
provisions of subchaptcr J of chapter 1. 

5 1.511-3 Provisions generally opp/i- 
cable to the tax on unrelated business in¬ 
come—(a) Assessment and collections . 
Since the taxes imposed by section 511 
arc taxes imposed by chapter 1 of the 
Internal Revenue Code of 1954. all pro¬ 
visions of law and of the regulations ap¬ 
plicable to the taxes imposed by chapter 
1 are applicable to the assessment and 
collection of the taxes imposed by section 
511. For the requirement os to the filing 
of returns, see paragraph (b> of this sec¬ 
tion. Organizations subject to the tax 
imposed by section 511 (a) (1) are sub¬ 
ject to the same provisions. Including 
penalties, as are provided in the case of 
the income tax of other corporations. 
In the case of a trust subject to the tax 
imposed by section 511 <b> (1), the fidu¬ 
ciaries for such trust are subject to the 
same provisions, including penalties, as 
are applicable to fiduciaries in the case 
of the income tax of other trusts. See 
sections 6012 (a) and (b) and 6151 (a), 
and the regulations prescribed there¬ 
under, with respect to provisions appli¬ 
cable to returns and payment of tax. 

<b) Returns. The tax return under 
section 511 shall be on Form 990-T. 
The return shall be filed for each taxable 
year by every organization, otherwise ex¬ 
empt from tax under section 501 (c) (2), 
(3), (5). and (6) and section 401 (a) and 
subject to the tax on unrelated business 
taxable income, which has gross income, 
included in computing unrelated busi¬ 
ness taxable income for such taxable 
year, of $1,000 or more. A return shall 
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also be filed for each taxable year by 
every governmental college or university 
and by every corporation wholly owned 
by such a college or university, which is 
subject to the tax on unrelated business 
taxable Income and which has gross in¬ 
come. included in computing unrelated 
business taxable income for such taxable 
year, of $1,000 or more. The filing of 
Form 990-T docs not relieve the organi¬ 
zation of the duty of filing other returns 
required under the Internal Revenue 
Code of 1954. 

(c) Taxable years. method of account- 
ing, etc. The taxable year (fiscal year 
or calendar year, as the case may bet 
of an organization shall be determined 
without regard to the fact that such or¬ 
ganization may have been exempt from 
tax during any prior period. See sec¬ 
tions 441. 446, and 7701. and the regula¬ 
tions thereunder. Similarly, in comput¬ 
ing unrelated business taxable income, 
the determination of the taxable year 
for which an item of income or expense 
is taken into account shall be made un¬ 
der the provisions of sections 441. 446, 
451, and 461. and the regulations there¬ 
under. whether or not the item arose 
during a taxable year beginning before, 
on. or after the effective date of the 
provisions imposing a tax upon unre¬ 
lated business taxable income. If a 
method for treating bad debts was se¬ 
lected in a return of income (other than 
an information return) for a previous 
taxable year, the taxpayer must follow 
such method in its returns under section 
511, unless such method is changed in 
accordance with the provisions of 
4 1.166-1. A taxpayer which has not 
previously selected a method for treat¬ 
ing bad debts may, in its first return 
under section 511, exercise the option 
granted in 5 1.166-1. 

(d) Foreign tax credit. See section 
515 for provisions applicable to the 
credit for foreign taxes provided in sec¬ 
tion 901. 

§ 1.512 (a> Statutory provisions: un¬ 
related business taxable income; defini¬ 
tion. 

Bee. 612. Unrelated business taxable in¬ 
come —(a) Definition. The term "unre¬ 
lated buaincsit taxable Income" mean* the 
gross income derived by any organisation 
from any unrelated trade or business (aa 
defined in section 513 > regularly carried on 
by it, leea the deductions allowed by this 
chapter which are directly connected with 
the carrying on of such trade or business, 
both computed with the exceptions, addi¬ 
tions. and limitations provided in subsection 
<b). In the case of an organization de¬ 
scribed in section 611 which is a foreign 
organization, the unrelated business taxable 
Income shall be Its unrelated business tax¬ 
able Income derived from sources within 
the United States determined under sub¬ 
chapter N (sec. 861 and following, relating 
to tax based on Income from sources within 
or without the United States). 

I 1.512 <a)-l Definition —<a^ General 
rule. The unrelated business taxable in¬ 
come which is subject to the tax imposed 
by section 511 is the gross income, de¬ 
rived by any organization to which sec¬ 
tion 511 applies, from any unrelated 
trade or busines regularly carried on by 
It, less the deductions allowed by chap¬ 
ter 1 of the Code which arc directly con¬ 


nected with the carrying on of such trade 
or business, subject to certain exceptions, 
additions, and limitations referred to be¬ 
low. In the case of an organization 
which regularly carries on two or more 
unrelated businesses, its unrelated busi¬ 
ness taxable income is the aggregate of 
its gross income from ail such unrelated 
businesses, less the aggregate of the de¬ 
duction allowed with respect to all such 
unrelated businesses. For provisions 
generally applicable to the unrelated 
business tax, sec f 1.511-3, and for rules 
applicable to the determination of the 
adjusted basis of property, see para¬ 
graph (a) of 4 1.514-3. 

i 1.512 (b) Statutory provisions: un¬ 
related business taxable income; excep¬ 
tions , additions, and limitations. 

See. 612. Unrelated business taxable in¬ 
come. • • • 

(b) Exceptions, additions , and limitations. 
The exceptions, additions, and limitations 
applicable In determining unrelated busi¬ 
ness taxable income are the following: 

(1) There shall be excluded all dividends. 
Interest, and annuities, and all deductions 
directly connected with such income. 

(2) There shall be excluded ail royalties 
(including overriding royalties) whether 
measured by production or by gross or taxable 
income from the property, and all deductions 
directly connected with such income. 

(3) There shsll be excluded all rents from 
real property (including personal property 
leased with the real property). and all deduc¬ 
tions directly connected with such rents. 

(4) Notwithstanding paragraph (3), in 
the case of a busines* lease (as defined in 
section 614) there shall be Included, as an 
item of gross Income derived from an un¬ 
related trade or business, the amount ascer¬ 
tained under section 614 (a) (1), and there 
shall be allowed, as a deduction, the amount 
ascertained under section 614 (a) (2). 

(6) There shall be excluded all gains or 
losses from the sale, exchange, or other dis¬ 
position of property other t h a n — 

(A) Stock In trade or other property of a 
kind which would properly be includible In 
inventory If on hand at the close of the 
taxable year, or 

(B) Property held primarily for sale to 
customers in the ordinary course of the trade 
or business. 

This paragraph shall not apply with respect 
to the cutting of Umber which U considered, 
on the application of section 031. as a sale 
or exchange of such timber. 

(6) The net operating loss deduction pro¬ 
vided In section 172 shall be allowed, except 
that— 

(A) The net operating loss for any tax¬ 
able year, the amount of the net operating 
loss carryback or carryover to any taxable 
year, and the net operating loss deduction 
far any taxable year shall be determined un¬ 
der section 172 without taking Into account 
any amount of Income or deduction which 
Is excluded under this part In computing 
the unrelated business taxable income: and 

(B) The terms "preceding taxable year" 
and "preceding taxable years" as used in 
section 172 shall not include any taxable 
year for which the organization was not 
subject to the provisions of this part. 

(7) There shall be excluded all Income de¬ 
rived from research for (A) the United States, 
or any of Its agencies or Instrumentalities, 
or <B) any State or political subdivision 
thereof: and there shall be excluded all de¬ 
ductions directly connected with such 
Income. 

(8) In the case of a college, university, or 
hospital, there shall be excluded all income 
derived from research performed for any 
person, and all deducUous directly connected 
with such income. 


(9) In the case of an organization operated 
primarily for purposes of carrying on funda¬ 
mental research the results of which art 
freely available to the general public, thro 
shall be excluded all income derived from 
research performed for any person, and u 
deductions directly connected with tuck 
Income. 

(10) In the case of any organization de¬ 
scribed in section 611 (a), the deduction 
allowed by section 170 (relating to chart Uhl# 
etc. contributions and gifts) shall be allowed 
(whether or not directly connected with the 
carrying on of the trade or business j, but 
shall not exceed A percent of the unrelated 
business taxable Income computed without 
the benefit of this paragraph. 

(11) In the case of any trust described in 
section 511 (b), the deduction allowed by 
section 170 (relating to charitable etc. con¬ 
tributions and gifts) shall be allowed 
(whether or not directly connected with the 
carrying on of the trade or businewi. and 
for such purpose a distribution made by the 
trust to a beneficiary described in sect Lou 
170 shall be considered as a gift or contri¬ 
bution. The deduction allowed by thU para¬ 
graph shall be allowed with the limitation* 
prescribed In section 170 (b) <1) (A) sod 
(B) determined with reference to the unre¬ 
lated business taxable Income computed 
without the benefit of tills paragraph (la 
Ueu of with reference to adjusted grow 
income). 

(12) There shall be allowed a specific de¬ 
duction of $1,000. 


S 1.512 <b)-l Exceptions, additions , 
and limitations. Whether a particular 
item of income falls within any of the 
exceptions, additions, and limitation* 
provided in section 512 (b) shall be de¬ 
termined by all the facts and circum¬ 
stances of each case. For example, if • 
payment termed “rent" by the parties 
is in fact a return of profits by a person 
operating the property for the benefit o! 
the tax-exempt organization or is a share 
of the profits retained by such organisa¬ 
tion as a partner or a Joint venturer, 
such payment is not within the excep¬ 
tion for rent The exceptions, addition*, 
and limitations provided in section 511 
(b> are as follows: 

(a) Dividends. interest , and annuities. 
All dividends, interest, and annuity 
and the deductions directly connected 
therewith, shall be excluded In comput¬ 


ing unrelated business taxable income 
<b> Royalties. Royalties, including 
overriding royalties, and all deduction* 
directly connected with such income 
shall be excluded in computing unrelated 
business taxable income. Mineral royiu- 
tles shall be excluded whether measure 
by production or by gross or taxable in¬ 
come from the mineral property. How¬ 
ever. where an organization owns a worn* 
log interest In a mineral property, 

Is not relieved of its share of the en¬ 
velopment costs by the terms of 
agreement with an operator. Income re¬ 
ceived from such an interest shall dm 
excluded. In-oil payments ****"»,- 
treated in the same manner as roya 
payments for the purpose of compuu 
unrelated business taxable income. 

(c ) Rents. ( 1 ) Rents from real 
erty (including personal property 
with the real property) and the ., 
tlons directly connected therewith 
also be excluded In computing 
business taxable income, except 
tain rents from, and certain deduc 
in connection with, a business lca^ 
defined In section 514 (a)) shall 
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eluded in computing unrelated business 
taxable income. See §§1.514 (a)-l and 
1,514 fa)-2. 

(2) Payments for the use or occupancy 
cl rooms or other space where services 
art also rendered to the occupant, such 
as for the use or occupancy of rooms or 
other quarters in hotels, boarding houses, 
or apartment houses furnishing hotel 
jtnrices. or in tourist camps or tourist 
homes, or for the use or occupancy of 
space in parking lots, warehouses, or 
storage garages, do not constitute rentals 
from real estate. Generally, services are 
considered rendered to the occupant If 
they are primarily for his convenience 
and are other than those usually or 
customarily rendered In connection with 
the rental of rooms or other space for 
occupancy only. The supplying of maid 
icrvlce, for example, constitutes such 
service; whereas the furnishing of heat 
and light. the cleaning of public en¬ 
trances, exists, stairways and lobbies, the 
collection of trash, etc., are not con- 
tidered as services rendered to the occu¬ 
pant Payments for the use or occu¬ 
pancy of entire private residences or 
Siting quarters in duplex or multiple 
bousing units, of offices in an office build - 
hw. etc., are generally rentals from real 
estate. 


(d> Gains and losses from the sale, 
dc. of property. There shall also be 
excluded from the computation of un¬ 
listed business taxable income gains or 
Josses from the sale, exchange, or other 
disposition of property other than (1) 
*tock in trade or other property of a 
tod which would properly be Included 
to the Inventory of the organization if 
on hand at the close of the taxable year, 
or 12) property held primarily for sale 
to customers in the ordinary course of 
toe trade or business. This exclusion 
<toes not apply with respect to the cutting 
of timber which is considered, upon the 
application of section 631 (a), as a sale 
* ^change of such timber. The cxclu- 
under section 512 Cb) (5) applies 
respect to gains and losses from 
“voluntary conversions, casualties, etc. 

(e) Net operating losses. (1) The net 
JWnting loss deduction provided in sec- 
Uoa 172 shall be allowed In computing 
plated business taxable income. 
However, the net operating loss carry- 
r** or carryover (from a taxable year 
^ which the taxpayer is subject to the 
Kwtolons of section 511) shall be de- 
fnnined under section 172 without tak- 
account any amount of income 
of deduction which is not included under 
^‘on 511 in computing unrelated busi- 
«5 taxable income. For example, a loss 
to an unrelated trade or 
shall not be diminished by rea- 
o°’ re ceipt of dividend income. 

J' For the purpose of computing the 
,° I ^ ratln K loss deduction provided 
^section 172, any prior taxable year 
an organization was not sub- 
a en ° P rovlsi ons of section 5X1. or 
corresponding provision of prior law. 
ifthL not ** ****** Into account. Thus, 
'organization was not subject to the 
Drift*? 04 °* ^tion 511 or Supplement 
ibv 5 1 * 1939 Code for a preceding tax- 
4 c nct Wrating loss Is not 
w ryback to such preceding taxable 


year, and the net operating loss carry¬ 
over to succeeding taxable years is not 
reduced by the taxable income for such 
preceding taxable year. 

(3> A net operating loss carryback or 
carryover shall be allowed only from a 
taxable year for which the taxpayer is 
subject to the provisions of section 51X, 
or a corresponding provision of prior law. 

(4) In determining the span of years 
for which a net operating loss may be 
carried for purposes of section 172, tax¬ 
able years in which an organization was 
not subject to the provisions of section 
511 or a corresponding provision of prior 
law shall be taken into account. Thus, 
for example, if an organization is subject 
to the provisions of section 511 for the 
taxable year 1955 and has a net operating 
loss for that year, the lost taxable year 
to which any part thereof may be carried 
over is the year 1960 regardless of 
whether the organization is subject to 
the provisions of section 511 In any of the 
intervening taxable years. 

(f) Research . (1) Income derived 

from research for the United States or 
any of its agencies or instrumentalities 
or a State or political subdivision thereof, 
and all deductions directly connected 
with such income, shall be excluded in 
computing unrelated business taxable 
income. 

(2) In the case of a college, university, 
or hospital, all income derived from re¬ 
search performed for any person and all 
deductions directly connected with such 
income, shall be excluded in computing 
unrelated business taxable income. 

(3) In the case of an organization op¬ 
erated primarily for the purpose of car¬ 
rying on fundamental research (as dis¬ 
tinguished from applied research) the 
results of which are freely available to 
the general public, all income derived 
from research performed for any person 
and all deductions directly connected 
with such income shall be excluded in 
computing unrelated business taxable 
income. 

(4) For the purpose of 4 1.512 (a)-l 
and this section, the term “research’* 
does not include activities of a type or¬ 
dinarily carried on as an Incident to 
commercial or Industrial operations, for 
example, the ordinary testing or inspec¬ 
tion of materials or products or the de¬ 
signing or construction of equipment, 
buildings, etc. The term “fundamental 
research” does not include research car¬ 
ried on for the primary purpose of com¬ 
mercial or industrial application. 

(g) Charitable, etc., contributions . 
< 1) In computing the unrelated business 
taxable Income of a trust described in 
section 511 <b) or of an organization 
described in section 511 (a), there shall 
be deducted from gross income the 
amount allowed by section 170, whether 
or not the contribution is directly con¬ 
nected with the carrying on of the trade 
or business. This deduction shall be 
limited to 20 percent, if computed under 
section 511 (b), or 5 percent, if computed 
under section 511 (a), of the unrelated 
business taxable income computed with¬ 
out benefit of such deduction. However, 
the provisions of section 170 <b> (I > ( A ► , 
which permit the allowable charitable 
deduction of an individual to exceed 20 


percent of income in the case of certain 
types of contributions, also apply with 
respect to such contributions when made 
by a trust described in section 511 <b> 

(2) . In the case of such charitable 
trust, distributions made pursuant to the 
trust instrument to a beneficiary de¬ 
scribed in section 170 shall be treated In 
the same manner as gifts or contribu¬ 
tions. 

(2) The contribution, whether made 
by a trust or other exempt organization, 
must be paid to another organization to 
be allowable. For example, a university 
exempt from tax under section 501 (c) 

(3) . operating an unrelated business, 
shall be allowed a deduction, not in ex¬ 
cess of 5 percent of its unrelated busi¬ 
ness taxable income, for gifts or contri¬ 
butions to another university for educa¬ 
tional work but shall not be allowed any 
deduction for amounts expended In ad¬ 
ministering its own educational program. 

4 1.512 (c) Statutory provisions ; un¬ 
related business taxable income; special 
rules applicable to partnerships . 

See. 512. Unrelated business taxable in¬ 
come. • • • 

(c) Special rules applicable to partner - 
ships. It a trade or buslncwa regularly car¬ 
ried on by a partnership of which an organ¬ 
ization U a member U an unrelated trade or 
bualncas with respect to such organization, 
such organization In computing its unrelated 
business taxable Income shall, subject to the 
exceptions, additions, and limitations con¬ 
tained in subsection (b), Include Its share 
(whether or not distributed) of the gross 
Income of the partnership from such unre¬ 
lated trade or business and Its share of the 
partnership deductions directly connected 
with such gross Income. If the taxable year 
of the organization Is different from that of 
the partnership, the amounts to be so in¬ 
cluded or deducted In computing the un¬ 
related business taxable Income shall be 
based upon the Income and deductions of 
the partnership for any taxable year of the 
partnership ending within or with the tax¬ 
able year of the organization. 

§ 1.512 (c)—1 Special rules applicable 
to partnerships —(a) In general. In the 
event an organization to which section 
511 applies is a member of a partnership 
regularly engaged in a trade or business 
which is an unrelated trade or business 
with respect to such organization, the 
organization shall include in computing 
its unrelated business taxable Income so 
much of its share (whether or not dis¬ 
tributed) of the partnership gross in¬ 
come as is derived from that unrelated 
business and its share of the deductions 
attributable thereto. For this purpose, 
both the gross income and the deductions 
shall be computed with the necessary 
adjustments for the exceptions, addi¬ 
tions. and limitations referred to in sec¬ 
tion 512 (b) and in S 1.512 (b)-l. For 
example, if an exempt educational in¬ 
stitution is a partner In a partnership 
which operates a factory and if such 
partnership also holds stock in a corpo¬ 
ration, the exempt organization shall in¬ 
clude in computing its unrelated business 
taxable income its share of the gross In¬ 
come from the operation of the factory, 
but not its share of any dividends re¬ 
ceived by the partnership from the cor¬ 
poration. If the taxable year of the or¬ 
ganization differs from that of the 
partnership, the amounts Included or 
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deducted in computing unrelated busi¬ 
ness taxable income shall be based upon 
the income and deductions of the part¬ 
nership lor each taxable year of the part¬ 
nership ending within or with the tax¬ 
able year of the organization. 

§ 1.513 Statutory provisions; unre¬ 
lated trade or business. 

Sec. 513. Unrelated trade or business —(a) 
CrneraJ rule. The term “unrelated trade or 
business’* means. In the case of any organiza¬ 
tion subject to the tax imposed by section 511. 
any trade or business the conduct of which is 
not substantially related (aside from the need 
of such organization for income or funds or 
the use It makes of the profits derived) to the 
exercise or performance by such organization 
of Us charitable, educational, or other pur¬ 
pose or function constituting the basis for its 
exemption under section 501 (or. In the cose 
of an organization described in section Sll 

(a) (2) (B), to the exercise or performance of 
any purpose or function described in section 
501 (c) (31). except that such term docs not 
include any trade or business— 

(1) In which substantially all the work In 
carrying on such trade or business is per¬ 
formed for the organization without compen¬ 
sation; or 

(2) Which Is carried on. In the case of an 
organization described In section 501 (o) (3) 
or in the case of a college or university de¬ 
scribed in section 511 (a) (2) (B). by the 
organization primarily for the convenience of 
Us members, students, patients, officers, or 
employees; or 

(3) Which Is the selling of merchandise, 
substantially all of which has been received 
by the organization as gifts or contributions. 

(b) Special rule /or trusts. The term 
•’unrelated trade or business'* means. In the 
case of— 

(1) A trust computing Its unrelated busi¬ 
ness taxable Income under section 612 for 
purposes of section 681; or 

(2) A trust described In section 401 (a) 
which Is exempt from tax under section 
501 (a); 

any trade or business regularly carried on by 
such trust or by a partnership of which It U 
a member. 

(c) Special rule for certain publishing 
businesses. If a publishing business carried 
on by an organization during a taxable year 
beginning before January 1, 1053, is, without 
regard to this subsection, an unrelated trade 
or business, but before the beginning of the 
third succeeding taxable year the business Is 
carried on by It (or by a successor who ac¬ 
quired such business in a liquidation which 
would have constituted a tax-free exchange 
under section 112 (b) (6) of the Internal 
Revenue Code of 1939) in such manner that 
the conduct thereof is substantially related 
to the exorcise or performance by such organ¬ 
ization (or such successor) of its educational 
or other purpose or function described in 
section 501 (c) (3), such publishing business 
shall not be considered, for the taxable year, 
as an unrelated trade or business. 

I 1.513-1 Definition of unrelated 
trade or business —(a) In general. (1) 
As used in section 512 (a), the term “un¬ 
related business taxable income" in¬ 
cludes only income from an unrelated 
trade or business regularly carried on, 
and the term “trade or business" has 
the same meaning os it has in section 182. 

<2) The Income of an exempt organi¬ 
zation is subject to the tax on unrelated 
business income only if two conditions 
are present with respect to such income. 
The first condition is that the income 
must be from a trade or business which 
is regularly carried on by the organiza¬ 
tion. The second condition is that the 


trade or business must not be substan¬ 
tially related (aside from the need of the 
organization for income or funds or the 
use it makes of the profits derived) to 
the exercise or performance by such or¬ 
ganization of its charitable, educational, 
or other purpose or function constituting 
the basis for its exemption under section 
501, or, in the case of on organization 
described in section 511 (a) <2) (B) 
(governmental colleges, etc.) to the ex¬ 
ercise or performance of any purpose or 
function described in section 501 <c) (3). 
Whether or not an organization Is sub¬ 
ject to the tax imposed by section 511 
shall be determined by the application of 
these tests to the particular circum¬ 
stances involved in each individual case. 
For certain exceptions from the term 
“unrelated trade or business", see para¬ 
graph (b) of this section. 

(3) A trade or business is regularly 
carried on when the activity is conducted 
with sufficient consistency to indicate a 
continuing purpose of the organization 
to derive some of its income from such 
activity. An activity may be regularly 
carried on even though its performance 
is infrequent or seasonal. 

(4) Ordinarily, a trade or business is 
substantially related to the activities for 
which an organization is granted exemp¬ 
tion if the principal purpose of such 
trade or business is to further (other 
than through the production of income) 
the purpose for which the organization 
is granted exemption. In the usual case 
the nature and size of the trade or busi¬ 
ness must be compared with the nature 
and extent of the activities for which the 
organization is granted exemption in 
order to determine whether the principal 
purpose of such trade or business is to 
further (other than through the produc¬ 
tion of income) the purpose for which 
the organization is granted exemption. 
For example, the operation of a wheat 
farm is substantially related to the ex¬ 
empt activity of an agricultural college 
II the wheat farm Is operated as a part 
of the educational program of the col¬ 
lege. and is not operated on a scale dis¬ 
proportionately large when compared 
with the educational program of the col¬ 
lege. Similarly, a university radio sta¬ 
tion or press is considered a related trade 
or business if operated primarily as an 
integral part of the educational program 
of the university, but is considered an 
unrelated trade or business if operated 
in substantially the same manner os a 
commercial radio station or publishing 
house. A trade or business not other¬ 
wise related does not become substan¬ 
tially related to an organization's exempt 
purpose merely because incidental use is 
made of the trade or business in order to 
further the exempt purpose. For ex¬ 
ample. the manufacture and sale of a 
product by an exempt college would not 
become substantially related merely be¬ 
cause students as part of their educa¬ 
tional program perform clerical or book¬ 
keeping functions in the business. In 
some cases, the business may be substan¬ 
tially related because it is a necessary 
part of the exempt activity. For exam¬ 
ple. in the case of an organization ex¬ 
empt under section 501 (c) (3) and 
engaged in the rehabilitation of handi¬ 
capped persons, the business of selling 


articles made by such persons as a part 
of their rehabilitation training would not 
be considered an unrelated busine^ since 
such business is a necessary part of the 
rehabilitation program. 

(b) Exceptions. Section 513 <a) .spe¬ 
cifically states that the term “unrelated 
trade or business" does not include— 

(1) Any trade or business in which 
substantially all the work in earn ing oo 
such trade or business is performed tor 
the organization without compensa¬ 
tion; or 

(2) Any trade or business carried oa 
by an organization exempt tinder sec¬ 
tion 501 (c) (3) or by a governmental 
college or university described in section 
511 (a) <2> (B>, primarily for the con¬ 
venience of its members, student! 
patients, officers, or employees; or 

(3) Any trade or business which con¬ 
sists of selling merchandise, substantial!? 
all of which has been received by tht 
organization as gifts or contributions. 


An example of the operation of the tint 
of the exceptions mentioned above would 
be an exempt orphanage operating ft 
retail store and selling to the gcnenl 
public, where substantially all the work 
in carrying on such business is per¬ 
formed for the organization by volun¬ 
teers without compensation. An example 
of the second exception would be a laun¬ 
dry operated by a college for the purpose 
of laundering dormitory linens and the 
clothing of students. The third excep¬ 
tion applies to so-called “thrift shop*" 
operated by a tax-exempt organization 
where those desiring to benefit such or¬ 
ganization contribute old clothes, books, 
furniture, etc., to be sold to the general 
public with the proceeds going to the 
exempt organization. 

<c) Special rule respecting publish tup 
businesses. Fdr a special rule with re¬ 
spect to publishing businesses carried on 
by an organization, see section 513 <c>. 


8 1.514 (a) Statutory provisions; bus¬ 
iness leases; business lease rents end 
deductions. 


Sac. 614. Business leases— (a) Busint^ 
lease rents and deductions. In compute* 
under acctton 612 the unrelated buiineu 
taxable Income tor any taxable year— 

(1) Percentage of rents taken 

count. There shall be Included with reaped 
to each business lease, as on item <>* V** 
Income derived from an unrelated t nCt r* 
business, an amount which Is the same I** - 
ccntoge (but not In excess of 100 percent) 
of the total rents derived during the 
able year under such lease m (A) the bua* 
ness lease Indebtedness, at the close of 
taxable year, with respect to the prenU^* 
covered by such lease U of (B) the »djur*e« 
basis, at the close of the taxable year. - 
such premises. . 

(2) Percentage of deductions take*** 
account. There shall be allowed 

spect to each business lease, as • deduction 
to be taken Into account in computing »» 
related business taxable Income, an 
determined by applying the percentage 
rived under paragraph (1) to the sum or 
termlned under paragraph (3). 

(3) Deductions allowable. The sum 
ferred to In paragraph (2) Is the 
the following deductions allowable u 
this chapter; 

(A) Taxes and other expenses paid 
crucd during the taxable year on or 
respect to the real property subject 
business lease. 
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(B) Interest paid or accrued during the 
taxable year on the business lease indebted¬ 
ness. 

(C) A reasonable allowance for exhaus¬ 
tion. wear and tear (including a reasonable 
allowance for obsolescence) of the real 
property subject to such lease. 

Where only a portion of the real property 
it subject to the business lease, there shall 
be tnt.cn into account under subparagraphs 
(A). (B). and (C) only thoec amounts 
which are properly allocable to the prem¬ 
ises covered by such lease. 


{1514 (a)-l Business lease rents — 
<a> In general . <1> There shall be In¬ 
cluded with respect to each business 
lease, as an item of gross income derived 
from an unrelated trade or business, an 
amount which is the same percentage 
(but not in excess of 100 percent) of the 
total rents derived during the taxable 
year under such lease as— 

U> The amount of the business lease 
indebtedness at the close of the taxable 
year of the lessor tax-exempt organiza¬ 
tion. with respect to the premises cov¬ 
ered by such lease, is of 
(li> The adjusted basis of such prem¬ 
ises at the close of such taxable year. 


For definition of business lease as a lease 
for a term of more than 5 years, and for 
rules for determining the computation 
of such 5-year term in certain specific 
situations, see 5 1.514 (b)-l. For defini¬ 
tion of business lease indebtedness and 
allocation of business lease Indebtedness 
xhcro only a portion of the property is 
subject to a business lease, see 9 1.514 
< 0 - 1 . 

<2> Determination of basis. For the 
Purposes of this section the basis (un¬ 
adjusted) of property is determined un¬ 
der section 1012, and the adjusted basis 
of property is determined under section 
1011- The determination of the adjusted 
j»Ai$ of property is not affected by the 
tact that the organization was exempt 
irom tax for prior taxable years. Proper 
Adjustment must be made under section 
iOli for the entire period since the ac¬ 
quisition of the property. Thus, ad¬ 
justment must be made for depreciation 
<or aU prior taxable years whether or 
not the organization was exempt from 
, for any of such years, similarly. 
*® r taxable years during which the or- 
J^uzation is subject to the tax on un¬ 
listed business taxable income the fact 
Jr* 1 only a portion of the deduction for 
depreciation Is taken into account under 
section 514 (a) (2) does not affect the 
•®ount of the adjustment for depre- 


thi? Sxaj nplcs. The applicatlor 
on may be illustrated by 
u aiT* 115 5 xara P lcs * to each of whic 
r*n? SUme<1 tout toe taxpayer make 
of tK? 5 l i nder 8ccti °n 511 on the l 
is n/f Ca }° nda r year, and that the 1 
substantially related to the 
whlch toe organizatioi 
^med exemption from tax. 

AMUtne that a tox-ex 
to nu -1 organization purchased pro] 
aruj v f°T •f 00000 * uaing borrowed fi 
jty. . toe building fo«r a period c 
Awmme further that the ndji 
la ISOorwv^ 0 b building at the close of 
4be close of 1954. $20 
prm*-♦„ * btednC8# incurred to acquln 
^ T remains outstanding, since U 
No. 14- 5 


two-fifths of the adjusted basis of the build¬ 
ing at the close or 1954. two-flfths of tho 
gross rental received from the building dur¬ 
ing 1954 shall be Included as an Item of 
groat Income in computing unrelated busi¬ 
ness taxable income. If, at the close of a 
subsequent taxable year, the outstanding 
Indebtedness Is $100,000 and the adjusted 
basis of the building is $400,000, one-fourth 
of the gross rental for such taxable year 
shall be Included as an Item of gross Income 
In computing unrelated business taxable 
Income for such taxable year. 

Example (2). Assume that a tax-exempt 
organization owns a 4-story building, that 
in 1954 It borrows $100,000 which U uses to 
Improve the whole building, and that it 
thereafter in 1054 rents the first floor of 
the building under a 6 -year lease at a rental 
of $4,000 a year. The second, third, and 
fourth floors of the building ore leased on 
a yearly basis during 1954. Assume, also, 
that the adjusted basts of the real property 
at the end of 1954 (after reflecting the ex¬ 
penditures for improving the building) is 
$ 200 , 000 . allocable equally to each or the 
4 stories. Under these facts, only one-fourth 
of the real property is subject to a business 
lease since only one-fourth is rented under 
a lease for more than five years. See I 1.514 
(b)-l. The percentage of the rent under 
such lease which is taken into account Is 
determined by the ratio which the allocable 
part of the business lease indebtedness bears 
to the allocable part of the adjusted basis 
of the real property, that is, the rntlo which 
one-fourth of the $ 100,000 of business lease 
Indebtedness outstanding at the close of 
1054. or $25,000. beam to one-fourth of tho 
adjusted basis of the business lease prem¬ 
ises at the close of 1954. or $50,000. The 
percentage of rent which Is business lease 
income for 1954 Is. therefore, one-half (the 
ratio of $25,000 to $50,000) of $4,000, or 
$2,000, and this amount of $2,000 Is con¬ 
sidered an Item of gross Income derived 
from an unrelated trade or business. 

{ 1.514 (a)-2 Business lease deduc¬ 
tions. (a) The same percentage is used 
in determining both the portion of the 
rent and the portion of the deductions 
taken into account with respect to the 
business lease in computing unrelated 
business taxable income. See 9 1.514 
<a)-l for the determination of such per¬ 
centage. Such percentage is applicable 
only to the sum of the following deduc¬ 
tions allowable under section 161: 

(1) Taxes and other expenses paid or 
accrued during the taxable year upon or 
with respect to the real property subject 
to the business lease; 

<2) Interest paid or accrued during 
the taxable year on the business lease 
indebtedness; 

(3) A reasonable allowance for ex¬ 
haustion. wear and tear (including a 
reasonable allowance for obsolescence) 
of the real property subject to such lease. 

Where only a portion of the real property 
is subject to the business lease, there 
shall be taken into account only those 
amounts of the above-listed deductions 
which are properly allocable to the 
premises covered by such lease. 

<b) The deductions allowable under 
section 514 (a> (3) and under paragraph 
(a) of this section with respect to a busi¬ 
ness lease are not limited by the amount 
included in gross income with respect to 
the rent from such lease, but any excess 
of such deductions over such gross in¬ 
come shall be applied against other items 
of grass income in computing unrelated 


business taxable income taxable under 
section 511 (a). 

(c) The application of this section may 
be illustrated by the foliowring example: 

Example . Assume the same facta as those 
In example (1) in paragraph (b) of I 1.514 
(a)-l. Assume, also, that for 1954 tho 
organization pays taxes of $4,000 on the prop¬ 
erty. interest of $ 6,000 on its business leaso 
indebtedness, and that the depreciation al¬ 
lowable for 1954 under section 167 U $10,000. 
Under the facts set forth In such example 

( 1 ) and in this example, the deductions to be 
token into account for 1954 in computing un¬ 
related business taxable Income would be 
two-fifths of the total of the deductions of 
$ 20 , 000 . that is. $ 8 , 000 . 

9 1.514 (b) Statutory provisions; busi¬ 
ness leases; definition of business lease . 

Bsc. 514. Business leases. • • • 

(b) Definition of business lease —(1) Gen¬ 
eral rule. For purposes of this section, the 
term "business lease" means a lease for a 
term of more than 5 years of real property 
by an organization (or by a partnership of 
which it is a member), if at the cloee of the 
lessor's taxable year there U a business lease 
indebtedness (os defined in subsection (c)) 
with respect to such property. 

(2) Special rules for applying paragraph 
(1). For purposes of paragraph (I ) — 

(A) In computing the term of a lease 
which contains an option for renewal or ex¬ 
tension. the term of such lease thall be con¬ 
sidered os Including any period for which 
such option may be exercised; and the term 
of any lease made pursuant to an exercise of 
such option shall Include the period during 
which the prior lease was in effect. If real 
property Is acquired subject to a lease, the 
term of such lease shall be considered to 
begin on the date of such acquisition. 

(B) If the property has been occupied by 
the same lessee for a total period of more 
than 5 years commencing not earlier than 
the date of acquisition of the property by 
the organization or trust (whether such oc¬ 
cupancy Is under one or more leases, renewals, 
extensions, or continuations thereof), the 
occupancy of such leasee shall be considered 
to be under a lease for a term of more than 
6 years within the meaning of paragraph ( 1 ). 
However, subsection (a) ohall apply in tho 
cose or a tenancy described in this subpara¬ 
graph (and not within subparagraph (A)) 
only with respect to the sixth and succeeding 
years of occupancy by tho same lessee. For 
purposes of this subparagraph, the term 
"name leasee" shall include any leasee of tho 
property whose relationship with a lessee 
of the same property Is such that looses in 
respect of sales or exchanges of property 
between the 2 lessees would be disallowed 
under section 267 (a). 

(3) Exceptions. (A) No lease shall be 
considered a business lease if— 

(I) Such lease is entered into primarily 
for purposes which are substantially related 
(aside from the need of such organization 
for income or funds or the use It makes of 
the rents derived) to the exercise or per¬ 
formance by such organization of lu chari¬ 
table, educational, or other purpose or func¬ 
tion constituting the basis far its exemption 
under section 501. or 

(II) The lease Is of premises In a building 
primarily doslgncd far occupancy, and occu¬ 
pied, by the organization, 

(B) If a lease for more than 5 yean to 
a tenant Is for only a portion of the real 
property, and space in the real property is 
rented during the taxable year under a lease 
for not more than 5 years to any other tenant 
of the organization, leases of the real prop¬ 
erty for more than fire years shall be con¬ 
sidered as business leases during the taxablo 
year only if— 

(I) The rents derived from the real prop¬ 
erty during the taxable year under leases for 
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more than 5 years (not Including. As a lease 
for more than 6 years, an occupancy which 
Is considered as nuch a lease by reason of 
paragraph (2) (B)) represent 50 percent or 
more of the total rents derived during the 
taxable year from the real property; or the 
area of the premises occupied under leases for 
more than 5 years (not Including, as a lease 
for more than 5 years, an occupancy which 
Is considered as such a lease by reason of 
paragraph (2) <B)) represents, at any time 
during the taxable year. 60 percent or more of 
lb© total area of the real property rented at 
such time; or 

(II) The rent derived from the real prop¬ 
erty during the taxable year from any tenant 
under a lease for more than 5 years (includ¬ 
ing as a lease for more than 5 years an oc¬ 
cupancy which Is considered ns such a lens© 
by reason of paragraph (2) <B)), or from a 
group of tenants (under such leases) who 
are either members of an affiliated group (as 
defined In section 1604) or partners, repre¬ 
sents more than 10 percent of the total rents 
derived during the taxable year from such 
property; or the urea of the premises oc¬ 
cupied by any one such tenant, or by any 
such group of tenants, represents at any 
time during the taxable year more than 10 
percent of the total area of the real property 
rented at such time. 

In the application of clause (1). If during the 
last half of the term of a lease a new lease 
is made to take effect after the expiration 
of such lease, the unexpired portion of such 
lease on the date the second lease Is made 
shall not be treated as a part of the term 
of the second lease. 

5 1.514 <b>—1 Definition of business 
lease —(a> In general. The term “busi¬ 
ness lease** means any lease, with certain 
exceptions discussed in paragraph cc) of 
this section, for a term of more than five 
years of real property by an organization 
subject to section 511 (or by a partner¬ 
ship of which it is a member) if at the 
close of the organization's taxable year 
there is a business lease indebtedness as 
defined in section 514 (c) and ft1.514 
<0-1 with respect to such property. For 
the purpose of section 514, the term “real 
property" and the term “premises" in¬ 
clude personal property of the lessor tax- 
exempt organization leased by It to a 
lessee of its real estate if the lease of such 
personal property is made under, or in 
connection with, the lease of such real 
estate. For amounts of business lease 
rents and deductions to be included in 
computing unrelated business taxable in¬ 
come. see $ 1.514 (a)-l and $ 1.514 (a)-2. 

<b) Special rules. (1) In computing 
the term of the lease, the period for 
which a lease may be renewed or ex¬ 
tended by reason of an option con¬ 
tained therein shall be considered as part 
of the term. For example, a 3-year lease 
with an option for renewal for another 
such period is considered a lease for a 
term of 6ix years. Another example is 
the case of a 1-year lease with option 
of renewal for another such term, where 
the parties at the end of each year re¬ 
new the arrangement. In this case, dur¬ 
ing the fifth year (but not during the 
first four years), the lease falls within 
the 5-year rule, since the lease then in¬ 
volves five years and there Is an option 
for the sixth year. In determining the 
term of the lease, on option for renewal 
of the lease is taken into account 
whether or not the exercise of the option 
depends upon conditions or contingen¬ 
cies. 


(2) If the property Is acquired subject 
to a lease, the term of such lease shall 
be considered to begin on the date of 
such acquisition. For example, if an 
exempt organization purchases. In whole 
or In part with borrowed funds, real 
property subject to a 10-year lease 
which has three years left to run, and 
such lease contains no right of renewal 
or extension, the lease shall be consid¬ 
ered a 3-year lease and hence does not 
meet the definition of a business lease 
in section 514 (b) and paragraph (a) 
of this section. However, if this lease 
contains an option to renew for a period 
of three years or more, it Is a business 
lease. 

(3) Under the provisions of section 514 
(b) (2) <B> a lease is considered as con¬ 
tinuing for more than five years if the 
same lessee has occupied the premises for 
a total period of more than five years, 
whether the occupancy is under one or 
more leases, renewals, extensions, or con¬ 
tinuations. Continued occupancy shall 
be considered to be by the same lessee if 
the occupants during the period are so 
related that losses in respect of sales or 
exchanges of property between them 
would be disallowed under section 267 
4a) of the 1954 Code. Such period shall 
be considered as commencing not earlier 
than the date of the acquisition of the 
property by the tax-exempt organization 
or trust. This rule is applicable only in 
the sixth and succeeding years of such 
occupancy by the same lessee. See, how¬ 
ever, } 1.514 <b)-l (c) <3)• 

<c) Exceptions. (1) A lease shall not 
be considered a business lease if such 
lease is entered into primarily for a pur¬ 
pose which is substantially related (aside 
from the need of such organization for 
income or funds, or the use it makes of 
the rents derived) to the exercise or per¬ 
formance by such organization of its 
charitable, educational, or other purpose 
or function constituting the basis for its 
exemption. For example, where a tax- 
exempt hospital leases real property 
owned by it to an association of doctors 
for use as a clinic, the rents derived un¬ 
der such lease would not be included in 
computing unrelated business taxable in¬ 
come if the clinic is substantially related 
to the carrying on of hospital functions. 
See $ 1.513-1 for principles applicable 
in determining whether there is a sub¬ 
stantial relationship to the exempt pur¬ 
poses of an organization. 

(2) A lease is not a business lease if 
the lease is of premises in a building pri¬ 
marily designed for occupancy and occu¬ 
pied by the tax-exempt organization. 

<3) If a lease for more than five years 
to a tenant is for only a portion of the 
real property, and space in the real prop¬ 
erty is rented during the taxable year 
under a lease for not more than five 
years to any other tenant of the tax- 
exempt organization, leases of the real 
property for more than five years shall 
be considered as business leases during 
the taxable year only if— 

<t) The rents derived from the real 
property during the taxable year under 
such leases for more than five years rep¬ 
resent 50 percent or more of the total 
rents derived during the taxable year 
from the real property; or the area of 
the premises occupied under such leases 


for more than five years represents, at 
any time during the taxable year. 50 
percent or more of the total area of the 
real property rented at such time; or 
<ii) The rent derived from the real 
property during the taxable year from 
any tenant under such a lease for more 
than five years, or from a group of 
tenants (under such leases) who are 
either members of an affiliated group <a« 
defined in section 1504) or are partner*, 
represents more than 10 percent of the 
total rents derived during the taxable 
year from such property; or the area of 
the premises occupied by any one such 
tenant, or by any such group of tenant* 
represents at any time during the tax¬ 
able year more than 10 percent of the 
total area of the real property rented at 
such time. 


In determining for purposes of subdi¬ 
vision (i) whether 50 percent or more 
of the total rents are derived from leases 
for more than 5 years, or whether W 
percent or more of the total area is oc¬ 
cupied under leases for more than 5 
years— 

(а) An occupancy which Is considered 
to be a lease of more than 5 years solely 
by reason of the provisions of <1.514 
(b)-l (b) (3) shall not be treated m 
such a lease, and 

(б) If during the last half of the term 
of a lease a new lease is made to take 
effect after the expiration of such lease, 
the uncxplred portion of the first lease 
will not be added to the second lease to 
determine whether such second lease is 
a lease for more than 5 years. 

(4) The application of subpara&rapb 
(3) of this paragraph may be Illustrated 
by the following example: 

Example. In 1954 an educational organi¬ 
zation. which U on the calendar year b*uU. 
begins the erection of an 11-story njwunenl 
building using funds borrowed for that pur* 
pose, and immediately leases for a 10-ytar 
term the first floor to a real estate develop¬ 
ment company to sublet for stores and rbopj* 
A* fait as the new apartments are complete 
they are rented on an annual basil. At th« 
end of 1959 all except the tenth and eleventh 
floors arc rented. Those two floor* are com¬ 
pleted during 19(50 and rented. Assume that 
for 1954 and each subsequent taxable year 
through 1959. and for the taxable year 
the gross rental for the first floor rep*«* DtI 
more than 10 percent of the total gross rents 
derived during the taxable year from tot 
building. Under this set of facts the 
lease of the first floor would be considered 
to be a business lease for all except the tax¬ 
able years 1961, 1962. aud 1964. 

{ 1.514 (c) Statutory provisions: 
business leases; busmess lease ind*bt™ m 
ness . 


Sec. 614. Business leases. • • • 

(c) Business lease indebted****-'” 
General rule. The term “business 
Ucb ted ness" means, with respect to any ttm 
property leased tor a term of more toon 
years, the unpaid amount of— ^ 

(A) The Indebtedness Incurred by 
lessor In acquiring or improving such prop* 


erty; 

(B) The Indebtedness incurred 

acquisition or Improvement of such 
erty if such indebtedness would not ns 
been Incurred but for such acquisition 
Improvement; and 1hs 

(C) The Indebtedness Incurred ****** 
acquisition or Improvement of such 
erty if such Indebtedness would not n* 
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been tncunrd but for *uch acquUitlon or 
Improvement and the incurrence of ruch In- 
drbiedneai was reasonably foreseeable at the 
Umr of ruch acquisition or improvement. 

(2) Property acquired subject to mortgage, 
etc. Where real property is acquired subject 
to a mortgage or other similar lien, the 
Amount of the indebtedness secured by such 
mort^^e or lien shall be considered (whether 
the Acquisition was by gift, devise, or pur¬ 
chase y as an indebtedness of the lessor in¬ 
curred In acquiring such property even 
though the lessor did not assume or agree to 
pay such Indebtedness, except that where 
real property was acquired by gift, bequest, 
or devise before July 1, 1950. subject to a 
mortgage or other similar lien, the amount 
of such mortgage or other similar lien shall 
not be considered as an indebtedness of the 
lessor incurred in acquiring such property. 

(3) Certain property acquired by gift, etc . 
Where real property was acquired by gift, 
bequest, or devise before Juiy 1. 1950, sub¬ 
ject to a lease requiring Improvements in 
such property on the happening of stated 
contingencies. Indebtedness incurred in Im¬ 
proving such property in accordance with the 
terms of such lease shall not be considered 
as an Indebtedness for purposes of tills sub¬ 
section. 

(4) Certain corporations described in sec- 
lion SOI (c) (2). In the case of a corpora- 
Uon described in section 501 (c) (2), all of 
the stock of which was acquired before July 
1,1250, by an organisation described in para¬ 
graph (3), (5). or (6) of section 501 (c) (and 
more than one-third of such stock was ac¬ 
quired by such organization by gift or be¬ 
quest), any Indebtedness Incurred by such 
corporation before July 1. 1850, and any in¬ 
debtedness incurred by such corporation on 
or After such date in improving real property 
In accordance with the terms of a lease en¬ 
tered Into before such date, shall not be con¬ 
sidered as an Indebtedness with respect to 
wch corporation or such organization far 
ptirposes of this subsection. 

(5) Certain trusts described In section 
40 1 (a). In the case of a trust described in 
wetton 401 (a), or in the case of a corpora¬ 
tion described in section 501 (c) (2) all of 
the stock of which was acquired prior to 
March 1. 1954. by a trust described In section 

(a), any Indebtedness Incurred by such 
truvt or such corporation before Mhrch 1, 
1W4. in connection with real property which 
U le&rd before March 1, 1954. and any In¬ 
debtedness incurred by such trust or such 
corporation on or after such date necessary to 
cwry out the terms of such lease, shsll not 
oe considered as an indebtedness with rc- 
•pret to such trust or such corporation for 
Pttrpo*** of this subsection. 

(0) Business lease on portion of property. 
J° determining the amount of the business 
indebtedness where only a portion of 
real property U subject to a business 
Proper allocation to the premises cov- 
by »uch lease shall be made of the 
J&debtodneas Incurred by the lessor with 
reaped to the real property. 

Special rule applicable to trusts de- 
**0*4 tn section 401 (a). In the applies- 
«dn of paragraph (1). if a trust described in 
**tu>n 4 oi (a) forming part of a stock 
oonuii, pension, or profit-sharing plan of an 
*®P«oyer lends any money to another trust 
* rt ' ln secWon (*) forming part of 
of IS? bonu# ‘ pension, or profit-sharing plan 
trJrlL satne cm Ployer, such loan shall not be 
tn * 44 an Indebtedness of the borrowing 

extent that the loaning 


Incurs any Indebtedness in order to 

***• *uch loan; 

ioi \ Incurre d Indebtedness before the mak- 
•JjJl B ^ h loan which would not have been 
ir\i tor lhe making of such loan; or 
ini Jr Incurr ®d indebtedness after the mak- 
Incur *!!^ 0 * 1,0 * n whlch would not have been 
rrcq but for the making of such loan 


and which was reasonably foreseeable at the 
time of making such loan. 

5 1.514 (c)-l Business lease indebted - 
ness —(a) Definition . The term “busi¬ 
ness lease indebtedness” means, with re¬ 
spect to any real property leased by a 
tax-exempt organization for a term of 
more than five years, the unpaid amount 
of— 

(1) The indebtedness incurred by the 
lessor tax-exempt organization in ac¬ 
quiring or improving such property; 

<2) The Indebtedness incurred by the 
lessor tax-exempt organization prior to 
the acquisition or improvement of such 
property if such indebtedness would not 
have been incurred but for such acquisi¬ 
tion or Improvement; and 

(3) The indebtedness Incurred by the 
lessor tax-exempt organization subse¬ 
quent to the acquisition or improvement 
of such property if such indebtedness 
would not have been incurred but for 
such acquisition or improvement and the 
incurrence of the indebtedness was rea¬ 
sonably foreseeable at the time of such 
acquisition or improvement. 

See paragraph (i) of this section with 
respect to subsidiary corporations. 

(b) Examples . The rules of section 
514 (c) respecting business leases also 
cover certain cases where the leased 
property itself Is not subject to an In¬ 
debtedness. For example, they apply to 
cases such as the following: 

example (1). A unlvcralty pledges some 
of its investment securities with a bank for 
a loan and uses the proceeds of such loan 
to purchase (either directly or through a 
subsidiary corporation) a building, which 
building U subject to a lease that then has 
more than five years to run. This would be 
an example of a business lease indebtedness 
Incurred prior to the acquisition of the prop¬ 
erty which would not havo been incurred but 
for such acquisition. 

Example (2). If the building Itself In 
example (1) in this paragraph U Later mort¬ 
gaged to raise funds to release the pledged 
securities, the lease would continue to be a 
business lease. 

Example (3). If a scientific organization 
mortgages Its laboratory building to replace 
working capital used ln remodeling another 
ono of its buildings or a building held by its 
subsidiary corporation, which other building 
ts free of Indebtedness and is subject to a 
lease that then has more than five years to 
run, the lease would be a business lease 
inasmuch as the Indebtedness though in¬ 
curred subsequent to the Improvement or 
such property would not have been Incurred 
but for such improvement, and the In¬ 
currence of the indebtedness was reasonably 
foreseeable when, to make such improvement, 
the organization reduced its working capital 
below the amount necessary to contlnuo 
current operations. 

(c) Property acquired subject to Uen. 
Where real property is acquired subject 
to a mortgage or similar lien, whether 
the acquisition be by gift, request, devise, 
or purchase, the amount of the indebted¬ 
ness secured by such mortgage or lien 
is a business lease indebtedness (unless 
paragraph <d> (1) of this section ap¬ 
plies) even though the lessor does not 
assume or agree to pay the Indebtedness. 
For example, a university pays $100,000 
for real estate valued at $300,000 and 
subject to a $200,000 mortgage. For 
the purpose of the tax on unrelated busi¬ 
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ness taxable income the result is the 
same as if $200,000 of borrowed funds 
had been used to buy the property. 

(d> Certain property acquired by gifts, 
etc . (1) Where real property was ac¬ 

quired by gift, bequest, or devise, before 
July l, 1950, subject to a mortgage or 
other similar lien, the amount of such 
mortgage or other similar lien shall not 
be considered as an indebtedness of the 
lessor tax-exempt organization incurred 
ln acquiring such property. An indebt¬ 
edness not otherwise covered by this ex¬ 
ception is not brought within the excep¬ 
tion by reason of a transfer of the 
property between a parent and its sub¬ 
sidiary corporation. 

<2) Where real property was acquired 
by gift, bequest, or devise, before July 
1. 1950, subject to a lease requiring im¬ 
provements in such property upon the 
happening of stated contingencies, in¬ 
debtedness incurred in improving such 
property in accordance with the terms 
of such lease shall not be considered as 
indebtedness described in section 514 
(c) and in this section. An indebtedness 
not otherwise covered by tills exception 
is not brought within the exception by 
reason of a transfer of the property be¬ 
tween a parent and its subsidiary cor¬ 
poration. 

<e) Certain corporations described in 
section SOI (c) (2). In the case of a 
title holding corporation described ln 
section 501 (c) <2>, all of the stock of 
which was acquired before July 1, 1950, 
by an organization described in para¬ 
graph (3), (5), or (6) of section 501 (c) 
(and more than one-third of such stock 
was acquired by such organization by 
gift or bequest), any indebtedness in¬ 
curred by such corporation before July 
1. 1950, and any indebtedness incurred 
by such corporation on or after such 
date ln improving real property ln ac¬ 
cordance with the terms of a lease en¬ 
tered Into before such date, with respect 
to either such section 501 (c) (2) corpo¬ 
ration or such section 501 (c) <3). <5). 
or (6) organization, shall not be consid¬ 
ered an indebtedness described in section 
514 (c> and in this section. 

<f> Certain trusts described in section 
401 (a). In the case of a trust described 
in section 401 (a), or in the case of a 
corporation described in section 501 (c) 
(2) all of the stock of which was ac¬ 
quired before March 1, 1954, by such a 
trust, any indebtedness incurred by such 
trust or such corporation before such 
date, in connection with real property 
which is leased before such date, and 
any Indebtedness incurred by such trust 
or such corporation on or after such 
date necessary to carry out the terms of 
such lease, shall not be considered as an 
indebtedness described in section 514 (c) 
and ln this section. 

(g) Business lease on portion of prop¬ 
erly. Where only a portion of the real 
property is subject to a business lease, 
proper allocation of the indebtedness ap¬ 
plicable to the whole property must be 
made to the premises covered by the 
lease. See 11.514 (a)-l (b), example 
( 2 ). 

<h) Special rule applicable to trusts 
described tn section 401 (a), U an em¬ 
ployees' trust described in section 401 la) 
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lends any money to another such em¬ 
ployees' trust of the same employer, for 
the purpose of acquiring or improving 
real property, such loan will not be 
treated as an indebtedness of the borrow¬ 
ing trust except to the extent that the 
loaning trust— 

(1) Incurs any indebtedness In order 
to make such loan; 

(2) Incurred indebtedness before the 
making of such loan which would not 
have been incurred but for the making 
of such loan; or 

(3) Incurred Indebtedness after the 
making of such loan which would not 
have been incurred but for the making 
of such loan and which was reasonably 
foreseeable at the time of making such 
loan. 

(1) Subsidiary corporations. The pro¬ 
visions of section 514 are applicable 
whether or not a subsidiary corporation 
of the type exempt under section 501 <c) 
(2) is availed of In making the business 
lease. For example, assume a parent or¬ 
ganization borrows funds to purchase 
realty and sets up a separate section 
501 <c> (2) corporation as a subsidiary 
to hold the property. Such subsidiary 
corporation leases the property for a pe¬ 
riod of more than five years, collects the 
rents and pays over all of the income, 
less expenses, to the parent organization, 
the parent organization being liable for 
the indebtedness. Under these assumed 
facts, the lease by the section 501 (c> (2) 
subsidiary corporation would be a busi¬ 
ness lease with respect to such subsidi¬ 
ary corporation, and the rental Income 
would be subject to the tax, whether or 
not the subsidiary itself assumes the in¬ 
debtedness and whether or not the prop¬ 
erty Is subject to the indebtedness. 

5 1,514 (d) Statutory provisions: bus - 
iness leases: personal property leased 
with real property . 

8ec. 514. Business leases. • • • 

(d) Personal property leosed trtth real 
property . For purpose* of this section, the 
term "real property** and the term "premises" 
Include personal property of the lessor leased 
by It to a lessee of Its real estate If the lease 
of such personal property Is made under, or 
In connection with, tho lease of such real 
estate. 

$ 1.515 Statutory provisions: taxes of 
foreion countries and possessions of the 
United States . 

8ec. 515. Tores of foreign countries and 
possessions of the United States. The amount 
of taxes Imposed by foreign countries and 
possessions of the United States shall be 
allowed ns a credit against the tax at an 
organization subject to the tax imposed by 
section 511 to the extent provided in section 
001: and In the case of the tax Imposed by 
section 611. the term "taxable Income** ns 
used In section 001 shall be read as "unre¬ 
lated business taxable income**. 

FARMERS' COOPERATIVES 

$ 1.521 Statutory provisions; exemp- 
tion of farmers ' cooperatives from tax. 

Sec. 521. exemption of farmery coopera¬ 
tives from tax —(a) Exemption from tax . A 
Tanners* cooperative organization described 
In subsection (b) (1) shall be exempt from 
taxation under this subtitle except as other¬ 
wise provided In section 522. Notwithstand¬ 
ing section 522. such an organization shall 
be considered an organization exempt from 
income taxes for purposes of any law which 


PROPOSED RULE MAKING 

refers to organizations exempt from income 
taxes. 

(b) Applicable rules —(1) Exempt farmer? 
cooperatives. The farmers* cooperatives ex¬ 
empt from taxation to the extent provided 
in subsection (a) are farmers*, fruit growers*, 
or like associations organized and operated 
on a cooperative basis fA) for the purpose 
of marketing the products of members or 
other producers, and turning back to them 
the proceeds of sales, leas the necessary mar¬ 
keting expenses, on the basis of either the 
quantity or the value of the products fur¬ 
nished by them, or (B) for the purpose of 
purchasing supplies and equipment far the 
use of members or other persons, and turning 
over such supplies and equipment to them 
at actual cost, plus necessary expenses. 

(2) Organizations having capital stock. 
Exemption shall not be denied any such 
association because It has capital stock. If 
the dividend rate of such stock Is fixed at 
not to exceed the legal rate of interest In the 
State at incorporation or 8 percent per an¬ 
num. whichever Is greater, on the value of 
the consideration for which the stock was Is¬ 
sued, and If substantially all such stock 
(other than non voting preferred stock, the 
owners of which are not entitled or per¬ 
mitted to participate, directly or Indirectly, 
In the profits of the association, upon disso¬ 
lution or otherwise, beyond the fixed divi¬ 
dends) Is owned by producers who market 
their products or purchase their supplies and 
equipment through the association. 

(3) Organisations maintaining reserve. 
Exemption shall not be denied any such 
association because there is accumulated and 
maintained by It a reserve required by 8tate 
law or a reasonable reservo for any necessary 
purpose. 

(4) Transactions with nonmembers. Ex¬ 
emption shall not be denied any such asso¬ 
ciation which markets the products of non¬ 
members In an amount the value of which 
dees not exceed the value of the products 
marketed for members, or which purchases 
supplies and equipment for nonmembers In 
an amount the value of which does not ex¬ 
ceed the value of the supplies and equipment 
purchased for members, provided the value 
of the purchases made for persons who are 
neither members nor producers does not ex¬ 
ceed 15 percent of the value of all Its 
purchases. 

(5) Business for the United States. Busi¬ 
ness done for the United States or any of Its 
agencies shall be disregarded in determining 
the right to exemption under this section* 

§ 1.521-1 Farmers ’ cooperative mar - 
keting and purchasing associations ; re¬ 
quirements for exemption under section 
521. (a> (1) Cooperative associations 
engaged in the marketing of farm prod¬ 
ucts for farmers, fruit growers, livestock 
growers, dairymen, etc., and turning 
back to the producers the proceeds of 
the sales of their products, less the nec¬ 
essary operating expenses, on the basis 
of either the quantity or the value of the 
products furnished by them, are exempt 
from income tax except as otherwise 
provided in section 522. For instance, 
cooperative dairy companies which are 
engaged in collecting milk and disposing 
of it or the products thereof and dis¬ 
tributing the proceeds, less necessary 
operating expenses, among the produc¬ 
ers upon the basis of either the quantity 
or the value of milk or of butterfat In 
the milk furnished by such producers, 
are exempt from the tax. If the proceeds 
of the business are distributed in any 
other way than on such a proportionate 
basis, the association does not meet the 
requirements of the Internal Revenue 
Code of 1954 and is not exempt. In 


other words, nonmember patrons must 
be treated the same as members insofar 
as the distribution of patronage divi¬ 
dends is concerned. Thus, if product® 
are marketed for nonmember producer®, 
the proceeds of the sale, less necessary 
operating expenses, must be returned 
to the patrons from the sale of whose 
goods such proceeds result, whether or 
not such patrons are members of the 
association. In order to show its coop¬ 
erative nature and to establish compli¬ 
ance with the requirement of the Code 
that the proceeds of sales, less neces¬ 
sary expenses, be turned back to all pro¬ 
ducers on the basis of either the quantity 
or the value of the products furnished 
by them, it is necessary for such an asso¬ 
ciation to keep permanent records of the 
business done both with members and 
nonmembers. The Code does not re¬ 
quire. however, that the association keep 
ledger accounts with each producer sell¬ 
ing through the association. Any per¬ 
manent records which show that the 
association was operating during the 
taxable year on a cooperative basis In 
the distribution of patronage dividends 
to all producers will suffice. While under 
the Code patronage dividends must be 
paid to all producers on the same basis, 
this requirement is complied with if on 
association, instead of paying patronage 
dividends to nonmember producers in 
cash, keeps permanent records from 
which the proportionate shares of the 
patronage dividends due to nonmember 
producers can be determined, and such 
shares arc made applicable toward the 
purchase price of a share of stock or of a 
membership in the association. 

(2) An association which has capital 
6tock will not for such reason be denied 
exemption (I) if the dividend rate of 
such stock is fixed at not to exceed the 
legal rate of interest in the State of 
incorporation or 8 percent per annum, 
whichever is greater, on the value of the 
consideration for which the stock wis 
issued, and (ii) if substantially all of 
such stock (with the exception noted 
below) is owned by producers who mar¬ 
ket their products or purchase their 
supplies and equipment through the as¬ 
sociation* Any ownership of stock by 
others than such actual producers must 
be satisfactorily explained in the asso¬ 
ciation's application for exemption. TM 
association will be required to show that 
the ownership of its capital stock has 
been restricted as far as possible to suen 
actual producers. If by statutory re¬ 
quirement all officers of an association 
must be shareholders, the ownership or 
a share of stock by a nonproducer w 
qualify him as an officer will not de¬ 
stroy the association's exemption. Un¬ 
wise, If a shareholder for any resm 
ceases to be a producer and the 
elation is unable, because of a con ~i' 
tutional restriction or prohibition o 
other reason beyond the control ol J 
association, to purchase or retire jn 
stock of such nonproducer, the fact tn 
under such circumstances a sm 
amount of the outstanding capital su* 
is owned by shareholders who are 
longer producers will not destr0 * ‘ n 
exemption. The restriction P lacea 
the ownership of capital stock of an 
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empt cooperative association shall not 
apply to nonvoting preferred stock, pro- 
tided the owners of such stock are not 
entitled or permitted to participate, di¬ 
rectly or Indirectly, in the profits of the 
association, upon dissolution or other¬ 
wise, beyond the fixed dividends. The 
accumulation and maintenance of a re¬ 
serve required by State statute, or the 
accumulation and maintenance of a 
reasonable reserve or surplus for any 
necessary purpose, such as to provide for 
the erection of buildings and facilities 
required in business or for the purchase 
and Installation of machinery and 
equipment or to retire indebtedness in¬ 
curred for such purposes, will not destroy 
the exemption. An association will not 
be denied exemption because it markets 
the products of nonmembers, provided 
the value of the products marketed for 
nonmembers does not exceed the value 
of the products marketed for members. 
Anyone who shares in the profits of a 
farmers* cooperative marketing associa¬ 
tion. and Is entitled to participate In the 
management of the association, must be 
regarded as a member of such association 
within the meaning of section 521. 

(b> Cooperative associations engaged 
in the purchasing of supplies and equip¬ 
ment for farmers, fruit growers, live¬ 
stock growers, dairymen, etc., and turn¬ 
ing over such supplies and equipment to 
them at actual cost, plus the necessary 
operating expenses, arc exempt. The 
term “supplies and equipment” as used 
in section 521 includes groceries and all 
other goods and merchandise used by 
farmers in the operation and mainte¬ 
nance of a farm or farmer's household. 
The provisions of paragraph (a) of this 
section relating to a reserve or surplus 
and to capital stock shall apply to asso¬ 
ciations coming under this paragraph. 
An association which purchases supplies 
and equipment for nonmembers will not 
for such reason be denied exemption, 
Provided the value of the purchases for 
nonmembers does not exceed the value 
of the supplies and equipment purchased 
for members, and provided the value of 
toe purchases made for nonmembers 
*ho are not producers does not exceed 
15 percent of the value of all Its pur¬ 
chases. 

<c) in order to be exempt under either 
Paragraph (a) or <b> of this section an 
^soclation must establish that it has 
no taxable income for its own account 
°toer than that reflected in a reserve or 
jjjrplus authorized in paragraph (a) of 
this section. An association engaged 
noth in marketing farm products and In 
Purchasing supplies and equipment is 
if as to each of its functions it 
“^ts the requirements of the Internal 
revenue Code of 1954. Business done 
*or the United States or any of its 
•e’enclcs shall be disregarded In detcr- 
the right to exemption under 
521 and this section. An asso¬ 
rt* 011 to be entitled to exemption must 
ot on]y be organized but actually op- 
in the manner and for the pur- 
specified In section 521. 
Cooperative organizations cn- 
sed i n occupations dissimilar from 
osc of farmers, fruit growers, and the 
* c - are not exempt. 
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(e) An organization is not exempt 
from taxation under this section merely 
because it claims that it complies with 
the requirements prescribed therein. In 
order to establish its exemption every 
organization claiming exemption under 
section 521 Is required to file a Form 
1028, which may be obtained from any 
district director. The Form 1028. exe¬ 
cuted in accordance with the instructions 
on the form or issued therewith, should 
be filed with the district director for the 
internal revenue district In which Is 
located the principal place of business 
or principal office of the organization. 

4 1.522 Statutory provisions; tax on 
farmers' cooperatives . 

8*c. 522. Tax on farmers' cooperatives — 
(a) Imposition of tax . An organization 
exempt from taxation under section 521 
fthiill be subject to the luxe* Imposed by 
section 11 or aectlon 1201. 

(b) Computation of taxable income —(1) 
General rule. In computing the taxable In¬ 
come of euch an organization there shall be 
allowed as deduction!* from gross income (in 
addition to other deductions allowable under 
this chapter) — 

(A) Amounts paid as dividends during the 
taxable year on Its capital stock, and 

(B) Amounts allocated during the taxable 
year to patrons with respect to Its Income 
not derived from patronage (whether or not 
such income was derived during such tax¬ 
able year) whether paid in cash, merchan¬ 
dise. capital stock, revolving fund certificates, 
retain certificates, certificate* of Indebted¬ 
ness. letters of advice, or In some other man¬ 
ner that discloses to each patron the dollar 
amount allocated to him. Allocations made 
after the dose of the taxable yrar and on or 
before the 15th day of the 9th month fol¬ 
lowing the dose of such year ah all be con¬ 
sidered as made on the last day of such tax¬ 
able year to the extent the allocations ore 
attributable to Income derived before the 
close of such year. 

(2) PatronoQe ditfidcn&x, etc. Patronage 
dividends, refunds, and rebates to patrons 
with respect to their patronage In the same 
or preceding years (whether paid In cosh, 
merchandise, capital stock, revolving fund 
certificates, retain certificates, certificates of 
indebtedness, letters of advice, or In some 
other manner that discloses to each patron 
the dollar amount of such dividend, refund, 
or rebate) shall be taken Into account In 
computing taxable Income In the same man¬ 
ner as In the case of a cooperative organiza¬ 
tion not exempt under section 521. Such 
dividends, refunds, and rebates made after 
the close of the taxable year and on or before 
the 15th day of the 9th month following the 
close of such year shall be considered ns 
made on the last day of such taxable year 
to the extent the dividends, refunds, or re¬ 
bates. are attributable to patronage occurring 
before the close of such year. 

4 1.522-1 Tax treatment of farmers * 
cooperative marketing and purchasing 
associations exempt under section 521 — 
(a) In general . (1) Section 522 is ap¬ 

plicable to farmers', fruit growers', or 
like associations organized and operated 
on a cooperative basis In the manner pre¬ 
scribed in section 521. Although such an 
association Is subject to both normal 
tax and surtax, as in the case of corpo¬ 
rations generally, certain special rules 
for the computation of taxable income 
are provided in section 522 (b) and 
4 1.522-2. For the purpose of any law 
which refers to organizations exempt 
from income taxes such an association 
shall, however, be considered as an or¬ 
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ganization exempt under section 501. 
Thus, the provisions of section 243. pro¬ 
viding a credit for dividends received 
from a domestic corporation subject to 
taxation, are not applicable to dividends 
received from a cooperative association 
subject to section 522. The provisions 
of section 1501. relating to consolidated 
returns, are likewise not applicable. 

<2) Rules governing the manner in 
which amounts allocated as patronage 
dividends, refunds, or rebates are to be 
taken into account in computing the tax¬ 
able income of such an association are 
set forth in $ 1.522-3. For the tax treat 
ment, as to patrons, of amounts received 
during the taxable year as patronage 
dividends, rebates, or refunds, see section 
61 and the regulations thereunder. 

(b) Meaning of terms . For purposes 
of H 1.522-1 to 1.522-3. inclusive. 
4S 1.6044-1 and 1.61. the following terms 
shall have the meaning ascribed below: 

(1) Cooperative association. The 
term “cooperative association’* includes 
any corporation operating on a coopera¬ 
tive basis and allocating amounts to pa¬ 
trons on the basis of the business done 
with or for such patrons, except that the 
term does not include any cooperative or 
nonprofit corporation (including any 
cooperative or nonprofit corporation en¬ 
gaged In rural electrification) exempt 
from taxation under section 501 <c> (12) 
or (15) or any corporation subject to a 
tax imposed by subchapter L (relating to 
insurance companies). 

(2) Patron. The term “patron” in¬ 
cludes any person with whom or for 
whom the cooperative association does 
business on a cooperative basis, whether 
a member or a nonmember of the co¬ 
operative association, and whether an 
individual, a trust, estate, partnership, 
company, corporation, or cooperative 
association. 

<3) Allocation. The term “alloca¬ 
tion” Includes distributions made by a 
cooperative association to a patron In 
cash, merchandise, capital stock, revolv¬ 
ing fund certificates, retain certificates, 
certificates of Indebtedness, letters of ad¬ 
vice, similar documents, or in any other 
manner whereby there is disclosed to a 
patron the dollar amount apportioned on 
the books of the association for the ac¬ 
count of such patron. Thus, a mere 
credit to the account of a patron on the 
books of the cooperative associations, 
without disclosure to the patron, is not 
an allocation, 

(4) Patronage dividends . rebates . and 
refunds . The term “patronage dividend, 
rebate, or refund" Includes any amount 
allocated by a cooperative association, to 
the account of a patron on the basis of 
the business done with or for such patron. 
The following arc not patronage divi¬ 
dends, rebates, or refunds: 

<l> Amounts distributed in redemption 
of capital stock, or in redemption or sat¬ 
isfaction of certificates of indebtedness, 
revolving fund certificates, retain certifi¬ 
cates. letters of advice, or other similar 
documents: 

<ii> Amounts allocated (whether In 
cash, merchandise, capital stock, revolv¬ 
ing fund certificates, retain certificates, 
certificates of indebtedness, letters of 
advice, or in some other manner that 
discloses to each patron the amount of 
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such dividend, refund, or rebate) by the 
association for products of members or 
other patrons to the extent such amounts 
are fixed without reference to the earn¬ 
ings of the cooperative association. For 
this purpose, the term "earnings" in¬ 
cludes the excess of amounts retained 
(or assessed) by the association to cover 
expenses or other items over the amount 
of such expenses or other items. 

(c) Examples . The application of 
paragraph <b) of this section may be 
illustrated by the following examples: 

Example (1). Cooperatlvo A. n marketing 
association operating on a pooling basis, re¬ 
ceives the products of patron W on January 
5, 1054. On tho same day Cooperative A 
advances to W 45 cents per unit for the 
products so delivered and allocates to him 
a ''retain certificate” having a face valuo 
calculated at the rate of 5 cents per unit. 
During the operation of the pool, and before 
substantially all the products In the pool 
are disposed of. Cooperative A advances to 
W an additional 40 cents per unit, the 
amount being determined by reference to 
the market price of the products sold and 
the anticipated price of the unsold products. 
At the close of the pool on November 10. 
1054. Cooperative A determines the exceas of 
its receipts over the sum of It* expenses and 
Its previous advances to patrons, and allo¬ 
cates to W an additional 3 cents per unit 
and shores of the capital stock or A having 
an aggregate of face value calculated at tho 
rate of 2 cents per unit. 

The amount of patronage dividends, re¬ 
bates. or refunds allocated to W during 1054 
amount to 5 cents per unit, consisting of tha 
aggregate of the following per-unit alloca¬ 
tions: The amount of cash distribution (3 
cents), and the face value of tho capital 
stock of A (2 cents), which are fixed with 
reference to the earnings of A. The amount 
of the two distributions In cosh (85 cents) 
and the face amount of the ''retain certifi¬ 
cate” (5 cents), which are fixed without ref¬ 
erence to the earnings of A, do not constitute 
patronage dividends, rebates, or refunds. 

Example (2). Cooperative B. a marketing 
association operating on a pooling basis, re¬ 
ceives the products of patron X on March 5, 
1954. On the same day Cooperative B pays to 
X 91.00 per unit for such products, this 
amount being determined by reference to tha 
market price of the product when received, 
and Issues to him a participation certificate 
having no face value but which entitles X on 
the close of the pool to the proceeds derived 
from the sale of his products leas the previous 
payment of 41.00 and the expenses and other 
charges attributable to such products. On 
March 5. 1957. Cooperative B. having sold the 
products In the pool, having deducted the 
previous payments for such products, and 
having determined the expenses and other 
charges of the pool, redeems the participation 
certificate of X in cash for 10 cents per unit. 
The allocation made to X during 1957, 
amounting to 10 cent* per unit. Is a patron¬ 
age dividend, rebate, or refund. Neither the 
payment to X In 1054 of 91.00 nor the Issu¬ 
ance to him of participation certificate In 
that year constitutes a patronage dividend, 
rebate, or refund within the meaning of this 
section. 

Example (3). Cooperative C, a purchasing 
association, obtains supplies for patron Y on 
May 1, 1954. and receives In return therefor 
4100. On February l, 1955. Cooperative C, 
having determined the excess of its receipts 
over Its costs and expenses, allocates to Y a 
cash distribution of 91.00 and a revolving 
fund certificate of a face amount of 41.00. 
The amount of patronage dividends, rebates, 
or refunds allocated to Y for 1055 Is 92.00, the 
aggregate of the cash distribution of 91.00, 
and the face amount, 41.00, of the revolving 
fund certificate. 


Example (4). Cooperative D. a service as¬ 
sociation. sells the products of members on a 
fee basis. It receives the products of patron 
Z under an agreement not to pool his prod¬ 
ucts with those of other members, to sell his 
products, and to deliver to him the proceeds 
of the sale. Patron Z makes payments to 
Cooperative D during 1954 aggregating 475 far 
service rendered him by Cooperative D during 
that year. On May 15, 1955. Cooperative D, 
having determined the excess of Its receipts 
over its costs and expenses, allocates to Z a 
cash distribution of 92.00. Such amount it a 
patronage dividend, rebate, or refund allo¬ 
cated by Cooperative D during 1955. 

<d) Returns of exempt cooperative 
associations. Section 6072 <d> provides 
that In the case of Income tax returns 
of exempt cooperative associations tax¬ 
able under the provisions of section 522, 
returns made on the basis of a calendnr 
year shall be filed on or before the 15th 
day of September following the close of 
the calendar year and returns made on 
the basis of a fiscal year shall be filed on 
or before the 15th day of the 9th month 
following the close of the fiscal year. A 
farmers' cooperative and purchasing as¬ 
sociation exempt under section 521 shall 
file Form 990-C annually. The return 
on Form 990-C shall be on the basis of 
the established annual accounting pe¬ 
riod of the organization. Where the or¬ 
ganization has no such established ac¬ 
counting period the return shall be on 
the basis of the calendar year. 

$ 1.522-2 Manner of taxation of co- 
operative associations subject to section 
522 —(a) In general Farmers', fruit 
growers', or like associations, organized 
and operated in compliance with the re¬ 
quirements of section 521 and ft 1.521-1 
shall be subject to the taxes imposed by 
section 11 or section 1201, except that 
there shall be allowed as deductions from 
gross income, in addition to the other 
deductions allowable under chapter 1, 
certain special deductions provided In 
section 522 <b> (1) (A) and paragraph 
<c) of this section, and section 522 (b) 

(1) (B) and paragraph (d) of this sec¬ 
tion. Amounts allocated as patronage 
dividends, refunds, or rebates, whether 
in cash, merchandise, capital stock, re¬ 
volving fund certificates, retain cer¬ 
tificates, certificates of indebtedness, 
letters of advice, or in some other man¬ 
ner that discloses to each patron the 
dollar amount allocated, with respect to 
patronage for the taxable year or for 
preceding taxable years, shall be taken 
Into account In the manner provided in 
section 522 and in $ 1.522-3. 

(b) Cooperative association exempt 
from tax before January 1 , 1952. (1 ) Fbr 
the purpose of determining the method 
of accounting under section 446 in the 
case of a cooperative association which 
was exempt from tax for taxable years 
beginning prior to January 1. 1952. the 
method of accounting, recognized under 
sections 41, 42, and 43 of the Internal 
Revenue Code of 1939 and the regula¬ 
tions prescribed thereunder and utilized 
In the return of such association for its 
last taxable year to which the Internal 
Revenue Code of 1939 was applicable, 
shall be deemed to constitute the method 
of accounting regularly employed by the 
cooperative association. Any change 
from this method may be made only if 


permission is obtained from the Commis¬ 
sioner to change to another recognized 
method in accordance with section 440 
and the regulations thereunder. 

(2) In any case where inventories are 
an income-producing factor see sections 
471 and 472 and the regulations there¬ 
under. The elective method of inven- 
torying goods provided in section 472 
may be adopted by the cooperative asso¬ 
ciation for any taxable year beglnnin* 
after December 31, 1953, in accordance 
with the requirements of section 472 and 
the regulations thereunder. However, in 
order to use such method for such a tax¬ 
able year the cooperative association 
(unless it has used such method for a 
taxable year beginning after 1951 and 
before 1954 pursuant to an election exer¬ 
cised as provided in } 39.22 <d)-3 of Reg¬ 
ulations 118) must exercise the election 
provided in section 472 and the regula¬ 
tions thereunder, even if it may have 
utilized such method for accounting pur¬ 
poses for taxable years beginning before 
January 1.1952. 

(3) The following rules shall be appli¬ 
cable in computing the net operating loss 
deduction provided in section 172: No 
net operating loss carryover shall be al¬ 
lowed from a taxable year beginning 
prior to January 1. 1952, for which the 
cooperative association was exempt from 
tax under section 101 (12) of the 1939 
Code. In the case of a taxable year be¬ 
ginning prior to January 1, 1952, for 
which the association was not exempt 
under section 101 (12) of the 1939 Code 
and of any taxable year beginning after 
December 31, 1951, the amount of the 
net operating loss carryback or carry¬ 
over from such year shall not be reduced 
by reference to the income of any taxable 
year beginning prior to January 1. 1953. 
for which the association was exempt 
from tax under section 101 (12) of the 
1939 Code. However, any taxable y car 
beginning prior to January 1, 1952, foe 
which the cooperative association was 
exempt under section 101 (12) of the 
1939 Code shall be taken into account in 
determining the period for which a net 
operating loss may be carried back or 
carried over, as the case may be. 

(4) The adjustments to the cost or 
other basis provided in sections 1011 ana 
1016 and the regulations thereunder, are 
applicable for the entire period since 1the 
acquisition of the property. Thu* 
proper adjustment to basis must be mace 
under section 1016 for depreciation, ob¬ 
solescence, amortization and depiction 
for ail taxable years beginning prior w 
January 1,1952. although the cooperative 
association was exempt from tax unctf* 
section 521 or corresponding provisions 
of prior law for such years. However, no 
adjustment for percentage or discovery 
depletion is to be made for any T&* 
during which the association was exewj 
from tax. If a cooperative associau^ 
has made a proper election in accordance 
with section 1020 and the regulations 
prescribed thereunder with respect to 
taxable year beginning before 1952 
which the association was not exemp 
from tax. the adjustment to * 
depreciation for such years shall be u®* 
ited in accordance with the provisions 
section 1016 (a) (2). 
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<$> In the case of tax exempt and 
partially taxable bonds purchased at a 
premium and subject to amortization 
under section 171, proper adjustment to 
basis must be made to reflect amortiza¬ 
tion with respect to such premium from 
the date of acquisition of the bond. (For 
principles governing the method of com¬ 
putation, see the example in 9 1.1016-12 
tb) relating to mutual savings banks, 
building and loan associations, and co¬ 
operative banks.) The basis of a fully 
fixable bond purchased at a premium 
ihail be adjusted from the date of the 
election to amortize such premium in ac¬ 
cordance with the provisions of section 
171 except that no adjustment shall be 
allowable for such portion of the pre¬ 
mium attributable to the period prior to 
the election. 

(6) In the case of a mortgage acquired 
at a premium where the principal of such 
mortgage is payable in installments, ad¬ 
justments to the basis for the premium 
must be made for all taxable years 
(whether or not the association was ex¬ 
empt from tax under section 521 during 
«ucb years) in which installment pay¬ 
ments are received. Such adjustments 
may be made on an individual mortgage 
basis or on a composite basis by reference 
to the average period of payments of the 
mortgage loans of such association. For 
the purpose of this adjustment, the term 
"premium" includes the excess of the ac¬ 
quisition value of the mortgage over its 
maturity value. The acquisition value 
of the mortgage Is the cost Including 
buying commissions, attorneys* fees or 
brokerage fees, but such value does 
uot include amounts paid for accrued 
interest. 


<c) Deduction for dividends paid. 
There is allowable as a deduction from 
tbe gross income of a cooperative asso¬ 
ciation operated in compliance with the 
requirements of section 521 and 9 1.521- 
1 . amounts paid as dividends during the 
taxable year upon the capital stock of 
the cooperative association. For the 
purpose of the preceding sentence, the 
term ‘‘capital stock** includes common 
stock (whether voting or non voting), 
preferred stock, or any other form of 
capital represented by capital retain cer- 
yJtattes. revolving fund certificates, let¬ 
ters of advice, or other evidence of a 
Proprietary interest in a cooperative as¬ 
sociation. Such deduction is applicable 
10 the taxable year in which the 
uividencig are actually or constructively 
Paul to the holder of capital stock or 
other proprietary interest of the cooper- 
association. if a dividend Is paid 
Si#ui * and the eh*** bearing a date 
‘thin the taxable year is deposited in 
“jc mail, in a cover properly stamped and 
to the shareholder at his last 
jmown address, at such time that in the 
handling of the mails the check 
thVV ** received by such holder within 
u>LvL xable year * a Presumption arises 
in dividend was paid to such holder 
whMu 0 * 1 year * Tlie determination of 
xunh k r a ^Widend has been paid to 
Lavk i Wcr hy the corporation during its 
uiinn year 13 ^ no way dependent 
the method of accounting regularly 

Ils P > !^ d *** the corporation in keeping 
for further rules as to the 


determination of the right to a deduction 
for dividends paid, under certain specific 
circumstances, see section 562 and the 
regulations thereunder. 

(d> Deduction for amounts allocated 
from income not derived from patronage. 
There Is allowable as a deduction from 
the gross income of a cooperative associ¬ 
ation operated in compliance with the re¬ 
quirements of section 521 and 9 1.521-1 
amounts allocated during the taxable 
year to patrons with respect to its In¬ 
come not derived from patronage 
(whether or not such income was derived 
during such taxable year) whether such 
amounts are paid in cash, merchandise, 
capital stock, revolving fund certificates, 
retain certificates, certificates of in¬ 
debtedness, letters of advice, or in some 
other manner that discloses to each 
patron the dollar amount allocated to 
him. For this purpose, allocations made 
after the close of the taxable year and 
on or before the 15th day of the ninth 
month following the close of the taxable 
year shall be considered as made on the 
last day of such taxable year to the ex¬ 
tent that such allocations are attribut¬ 
able to income derived during the taxable 
year or during years prior to the taxable 
year. As used in this paragraph, the 
term “Income not derived from patron¬ 
age** means incidental income derived 
from sources not directly related to the 
marketing, purchasing, or service activi¬ 
ties of the cooperative association. For 
example, income derived from the lease 
of premises, from Investment in securi¬ 
ties. from the sale or exchange of capital 
assets, constitutes income not derived 
from patronage. Business done with the 
United States shall constitute income 
not derived from patronage. In order 
that the deduction for income not de¬ 
rived from patronage may be applicable, 
it is necessary that the amount sought 
to be deducted be allocated on a patron¬ 
age basis in proportion, insofar as is 
practicable, to the amount of business 
done by or for patrons during the period 
to which such Income is attributable. 
Thus, if capital gains are realized from 
the sale or exchange of capital asset* 
acquired and disposed of during the tax¬ 
able year, income realized from such 
gains must be allocated to patrons of 
such year in proportion to the amount 
of business done by such patrons during 
the taxable year. Similarly, if capital 
gains are realized by the association from 
the sale or exchange of capital assets 
held for a period of more than one tax¬ 
able year income realized from such 
gains must be allocated, in proportion 
Insofar as is practicable, to the patrons 
of the taxable years during which the 
asset was owned by the association, and 
to the amount of business done by such 
patrons during such taxable years. 

9 1.522-3 Patronage dividends , re¬ 
bates, or refunds; treatment as to coop¬ 
erative associations entitled to tax treat¬ 
ment under section 522—(a) General 
rule. Patronage dividends, refunds, or 
rebates, allocated by a cooperative asso¬ 
ciation entitled to tax treatment under 
section 522 to a patron shall be taken 
into account in computing the gross in¬ 
come of such association for the taxable 
year, as an increase in its other cost of 


goods sold in the case of an association 
marketing products for patrons, or as 
a reduction in its gross receipts, in the 
case of an association purchasing sup¬ 
plies and equipment or performing serv¬ 
ices for patrons, as the case may be. if: 

(1) The allocation is made In fulfill¬ 
ment and satisfaction of a valid obliga¬ 
tion of such association to the patron, 
which obligation was in existence prior 
to the receipt by the cooperative associa¬ 
tion of the amount allocated, and 

(2> The allocation is made on or be¬ 
fore the 15th day of the ninth month fol¬ 
lowing the close of the taxable year in 
which the amounts allocated were re¬ 
ceived by the cooperative association. 

For the purpose of subparagraph (1) of 
this paragraph, amounts allocated by a 
cooperative association entitled to tax 
treatment under section 522 will be 
deemed allocated in fulfillment and satis¬ 
faction of a valid enforceable obligation. 
If made pursuant to provisions of the by¬ 
laws, articles of Incorporation, or other 
contract, whereby the association is ob¬ 
ligated to make such allocation after the 
retention of ''reasonable reserves'* and 
after pajTnent of dividends on capital 
stock or other proprietary capital inter¬ 
ests. Notwithstanding the provisions of 
subparagraphs (1) and (2) of this para¬ 
graph, amounts allocated as patronage 
dividends, refunds, or rebates during the 
taxable year, or on or before the 15th 
day of the ninth month following the 
close of such year, with respect to 
patronage for years preceding the tax¬ 
able year, shall be taken into account as 
an Increase In Its other cost of goods 
sold, or as a reduction In gross receipts, 
for the taxable year, as the case may be. 
where retention as ‘‘reasonable reserves’* 
of the amounts so allocated beyond the 
year in which earned was proper in ac¬ 
cordance with the provisions of section 
521 and where the allocation is made to 
the patron on a patronage basis in pro¬ 
portion Insofar as is practicable, to the 
amount of business done by such patrons 
during the taxable year or years in which 
the retained amounts were received by 
the cooperative association. 

(b) Examples. This section may bo 
illustrated by the follow'ing examples: 

Example (f), E. a cooperative association 
entitled to tax treatment under section 522, 
organized without capital stock, la engaged 
In the business of marketing products lor tta 
patrons on a non-pool basts. The by-laws of 
Cooperative E provide that there shall bo 
allocated to patrons ns patronage dividends 
within a reasonable time following the close 
of the year all of the gross returns from sales, 
lets expenses of operation for the year and 
amounts retained as ‘ reasonable reserves" 
necessary to the operation of Cooperative E. 
At the close of the taxable year, 1054. it Ls 
determined that from the gross returns from 
sales less operating expenses and all taxes for 
such year. 15.000 ls to be retained as “rea¬ 
sonable reserves'* for various necessary pur¬ 
poses of Cooperative E. It ls assumed that 
the retention of such amount ls proper In 
accordance with the provisions of section 
521. Such 05.000 Is apportioned on tho 
books of Cooperative E to patrons of 1054 on 
a patronage basts, or permanent records are 
kept from which an apportionment to such 
patrons can be made. On March 1. 1055, 
pursuant to the terms of the by-laws, $200,* 
000. the balance of the grose returns for the 
taxable year, Is allocated to patrons of 1954 
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cm the basis of patronage. $100,000 of such 
$200,000 is allocated In cash. The remain¬ 
ing $100,000 is allocated in '"retain certifi¬ 
cate);", bearing no Interest and redeemable 
In the discretion of the Board of Directors 
of Cooperative E. 

There may be added to the cost of goods 
acid by Cooperative E for 1054. $200,000 
($100,000 in cash. $100,000 In retain certifi¬ 
cates), the total amount allocated as pa¬ 
tronage dividends, rebates, or refunds In 
fulfillment and satisfaction of the obligation 
of the by-laws, on March 1. 1955, before 
the 15th day of the ninth month following 
the close of 1054. There may not be added 
to the cost of goods sold by Cooperative E 
for 1954, $5,000, the amount retained as 
reserves apportioned on the books, but not 
allocated as patronage dividends, rebates, 
or refunds. 

Example (2). The facts are the same as 
example (1 >, It additionally appearing that 
at the close of 1955 it is determined by Co¬ 
operative E to allocate as cash patronage 
dividends, rebates, or refunds to patrons of 
1954, $5,000. the amount retained as "‘rea¬ 
sonable reserves" for 1954 In accordance 
with the provisions of section 521. On March 
1. 1950. such amount la allocated. 

There may be added to the cost of goods 
add by Cooperative B for 1955. $5,000. the 
amount allocated with respect to patronage 
of a preceding year. 1954, properly main¬ 
tained as a reserve under section 521. 

SHIPOWNERS’ PROTECTION AND INDEMNITY 
ASSOCIATIONS 

5 1.526 Statutory provisions : ship- 
owners' protection and indemnity asso¬ 
ciations ,. 

See. 520. Shipowners* protection and in¬ 
demnify association*. There shall not be 
Included In gross Income the receipts of 
shipowners' mutual protection and Indem¬ 
nity associations not organized for profit, 
and no port of the net earnings of which 
Inures to the benefit of any private share¬ 
holder; but such corporations shall be sub¬ 
ject as other persons to the tax on their 
taxable Income from interest, dividends, and 
rents. 

(P. R. Doc, 56-550; Piled. Jan. 20. 1956; 

8:55 a. m.) 


DEPARTMENT OF AGRICULTURE 

Agricultural Marketing Service 
17 CFR Par! 907] 

(Docket No. AO-212-A10| 

Milk in the Milwaukee. Wis., 
Marketing Area 

NOTICE or RECOMMENDED DECISION AND 
OPPORTUNITY TO FILE WRITTEN EXCEP¬ 
TIONS WITH RESPECT TO PROPOSED 
AMENDMENTS TO TENTATIVE MARKETING 
AGREEMENT. AND TO ORDER, AS AMENDED 

Pursuant to the provisions of the 
Agricultural Marketing Agreement Act 
of 1937, as amended (7 U. S. C. 601 et 
ficq.i, and the applicable rules of prac¬ 
tice and procedure, as amended, govern¬ 
ing the formulation of marketing agree¬ 
ments and marketing orders (7 CFR 
Part 900), notice is hereby given of the 
filing with the Hearing Clerk of the rec¬ 
ommended decision of the Deputy Ad¬ 
ministrator, Agricultural Marketing 
Service, United States Department of 
Agriculture, with respect to proposed 
amendments to the tentative marketing 
agreement and to the order, as amended, 
regulating the handling of milk in the 
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Milwaukee, Wisconsin, marketing area. 
Interested parties may file written ex¬ 
ceptions to this decision with the Hear¬ 
ing Clerk. United States Department of 
Agriculture, Washington 25. D. C. # not 
later than the close of business the 7th 
day after publication of this decision in 
the Federal Register. Exceptions 
should be filed in quadruplicate. 

Preliminary Statement . The hearing, 
on the record of which the proposed 
amendment to the tentative marketing 
agreement and to the order, as amended, 
was formulated, was conducted at Mil¬ 
waukee. Wisconsin, June 15 and 16, 1955, 
pursuant to notice thereof which was 
issued on June 8. 1955 (20 F. R. 4140 ). 

The material issues on the record were: 

1 . Modification of the supply-demand 
adjustment: 

2. Class I price differentials; 

3. Calculation of producer bases; 

4. Amount of allowable shrinkage in 
Class IV and allocation of shrinkage; 

5. Verification and certification of use 
of milk in nonfluid milk plants; 

6 . Use of midwest condcnsery paying 
prices as an alternative formula for es¬ 
tablishing the Class III price; and 

7. Various changes in order language 
for the purpose of bringing the language 
up-to-date, particularly to clarify lan¬ 
guage with respect to classification and 
allocation. 

Of these, issue No. 1 was dealt with in 
a recommended decision issued July 7, 
1955 (20 F. R. 4959) and a final decision 
issued July 27, 1955 (20 F. R. 5353). The 
remaining issues numbered 2 through 7, 
are dealt with herein. 

Findings and conclusions . The fol¬ 
lowing findings and conclusions are based 
upon evidence contained in the record of 
the hearing: 

2. Class / price differentials . The 
Class I price differentials should be $1.06 
per hundredweight for the months of 
August through November, and $0.76 in 
other months. 

Proposals were made by producer or¬ 
ganizations to change the Class I price 
differentials in a manner which would 
raise the annual average level and reduce 
or eliminate the seasonal changes. One 
proposal would make the differentials 
$1.06 for July through December, and 
$0.86 in other months. The other pro¬ 
posal would make the differential $0.96 
for every month. Both proposals would 
result in a ten-cent increase in the an¬ 
nual average of the differentials. 

Present order differentials are $1.06 in 
the months of August through Novem¬ 
ber, $0.86 in December through Febru¬ 
ary and July, and $0.66 In March through 
June. 

Testimony in support of these pro¬ 
posals emphasized the increases In costs 
experienced by dairy farmers, increases 
in level of utilization in the market, and 
indications of increased consumer in¬ 
come in the market. 

Although data in the record substanti¬ 
ate the claim of an increased percentage 
of producer milk In Class I and Class II 
during the latter port of 1954 and early 
1955, as compared to the same months a 
year previous, this in itself cannot bo 
taken as on Indication of the supply situ¬ 
ation. Other testimony showed the tend¬ 
ency for Milwaukee handlers to carry 


a rather sraAll margin of reserves in their 
ow n supply system, and to depend on the 
Chicago pool for supplemental supplies. 

The matter of Class I price adjust¬ 
ments in relation to variations in sup¬ 
plies and utilization was dealt with in 
the decision on tills record issued July 27, 
1955. and an amendment issued effective 
August 1, 1955. The problem of price 
relationship with the Chicago market, as 
explained in that decision, also bears on 
the Issue here as to what the normal 
level of the Class I price differential* 
should be. In this connection, the de¬ 
cision of July 27 stated, ’’Testimony dur¬ 
ing the hearing pointed to the need for 
coordinating the prices in this market 
with those for the Chicago market. It 
was Indicated that this market obtain* 
reserve supplies from Chicago pool 
plants. The market is within the Chi¬ 
cago milkshed. and there is a general 
intermingling of producers for two mar¬ 
kets. Producers readily shift from one 
market to the other. These facts sub¬ 
stantiate a continuance of the present 
order price relationship to the Chicago 
market. Milwaukee area prices are 
equivalent to the Chicago order prices 
adjusted for the mileage zone in which 
the Milwaukee market is located." 

In a recommended decision on the 
Chicago order issued November 29. 1955. 
by Roy W. Lennartson. Deputy Admin¬ 
istrator of Agricultural Marketing Serv¬ 
ice, official notice of whJch is here taken, 
proposals to increase the Class I dif¬ 
ferentials. other than by action of the 
supply-demand ratio are denied. Be¬ 
cause of the similar conditions applying 
in the Chicago and Milwaukee markets 
and need to maintain the price relation¬ 
ship, proposals on tills record to increase 
the Class I price differentials are also 
denied. 

Testimony of producer organizations 
supported a smaller seasonal change in 
the differentials than now provided In 
the order. One producer association ad¬ 
vocated such a change In conjunction 
with other order changes which would 
tend to make the base-excess plan more 
effective in reducing seasonal variations 
in production. Another producer asso¬ 
ciation asked for a fixed differential of 
$0.96 in every month. 

In the decision on the Chicago order 
issued November 29. 1955, it is decided 
that the Class I differentials for the 
Chicago order should have two seasonal 
levels, namely $0.80 per hundredweight 
for the period December through July, 
and $1.10 for August through November. 
The corresponding figures for Milwaukee 
would be $0.76 and $1.06. In view of 
the proposed change in the Chicago 
prices, as well as testimony on this rec¬ 
ord favoring reduced seasonal changes, 
it is concluded that the corresponding 
differentials should be adopted under tne 
Milwaukee order. . 

3. Calculation of producer bascs—i*’ 
Establishment of bases . The base-earn¬ 
ing period should be changed from 
September through December to Augu** 
through November. The amount nodw 
to a producer’s average daily d cli J’ cr ;rT 
In this period to arrive at the base shouo 
be reduced from 20 percent to 10 perccn 
in 1956, and thereafter there should 
no addition. The optional or new pro- 
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duccr base should be 65 percent of aver¬ 
age dally deliveries during the applicable 
roonUi, except that a new producer may 
have Ills base computed from deliveries 
made during the base-earning period to 
any milk plant. 

At the hearing, there was general 
agreement among producers and han¬ 
dlers that the present base-earning 
period, which is September through De¬ 
cember. should be replaced by the period 
of August through November. Record 
data substantiates that these months 
have become, in recent years, the months 
of lowest production and that December 
production is generally higher than 
August. It is concluded that the change 
proposed would increase the incentive 
under the base plan, to even out pro¬ 
duction, and should be adopted. 

With respect to computation of the 
amount of a producer's base, the order 
provides that 20 percent shall be added 
to the average dally deliveries during 
the base-earning period. A proposal by 
producers would reduce this addition to 
ten percent A proposal made by han¬ 
dlers would reduce the percentage by 
steps to five percent per year, until no 
percentage would be added. 

The nddltion of a percentage to aver¬ 
age daily deliveries in computing bases 
lessens the incentive to even out produc¬ 
tion. At the inception of the base plan, 
this provision served to lessen the sever¬ 
ity of the plan upon poorly adjusted pro¬ 
ducers. These producers have had op¬ 
portunity to adjust their production 
during the several years in which the 
plan has been effective. It is concluded 
that the percentage addition should be 
eliminated by reducing the percentage 
to ten percent for bases earned in 1956, 
and by no addition in subsequent years. 

Producers proposed that optional 
bases should be reduced to 70 percent 
of average daily deliveries during the 
month in which the base applies. Han¬ 
gers proposed that the figure should be 
60 percent. 


The order now allows an optional 
™ e of 80 percent of average daily de¬ 
liveries in each of the months of April, 
May. and June. 

It Is apparent that when the base cal¬ 
culation is changed so that earned bases 
are equal to base-forming deliveries, the 
allowance for optional bases should be 
than the present figure. Further, it 
appears from examination of average 
seasonal variation In deliveries, that the 
Present optional base allowance Is higher 
Joan consistent wdth furnishing inccn- 
2* 2® oy,en out production. It is con- 
Mat the optional base allowance 
joouid be reduced to 70 percent of aver- 
rTm ;i* y deliveries in April, May and 
une 1956, and should be 65 percent in 
*uk«iuent years. 

yncler present order provisions, in the 
S*?* 1>r °ducers who have not estab- 
wied bases by deliveries to a plant un- 
on * er * Payments for milk deliv- 
bhe April-June period are 
t>rnriM Ute< * ln thrce different ways. A 
‘ ucer who has not been on the mar- 
Jn prior twelve months 


chrvNc' Hllur twelve monuis may 
Hav* 6 w e alternatives: (1) 

formal base com PUted from verified in 
*Uon as to his deliveries to the 


No. 


plantfsV where his milk w f as received 
during the base-earning period; or (2) 
receive the blended utilization price of 
the handler to w’hora he delivers. Other 
producers who have not earned a base 
are allotted a base equal to 80 percent of 
deliveries in the month in which it ap¬ 
plies. 

It appears there could be some simplifi¬ 
cation of the various methods of arriving 
at base figures for the various types of 
new producers. The present order pro¬ 
vision which allows a producer credit for 
deliveries to another market during the 
base-earning period appears reasonable 
under the circumstances in this market, 
and should be retained. On the other 
hand, the provision that allows some new 
producers to have the option to receive 
the utilization blend price, is not in keep¬ 
ing with other changes decided upon 
herein which would make for a generally 
tighter base-excess plan. This provision 
should be deleted from the order. The 
new* order provisions, as proposed herein, 
would provide that all producers for 
w hom a base can be computed from deliv¬ 
eries in the base-earning period could 
choose between (1) having their base so 
computed, or <2) taking the optional base 
previously described. In the case of new 
producers for whom records as to base 
making deliveries are not made available, 
a base would be computed by applying 
the same percentage figure as for op¬ 
tional bases. 

(b) Base rules. The base rules should 
be modified to Increase the freedom of 
transfer of bases where this is possible 
without vitiating the intent of the plan. 
In the case of two or more individuals 
delivering milk from the same farm, pro¬ 
vision should be made to prevent appli¬ 
cation of an optional base and earned 
base simultaneously. In the case of a 
single Individual delivering milk from 
several farms, each farm should be sep¬ 
arately subject to the provisions for 
computation of base pursuant to } 907.60, 
unless the producer elects to combine 
such bases prior to April. 

These changes in the base rules allow 
a producer to transfer his base to any¬ 
one, but it must stay with the farm. 
This compares with existing provisions 
which allow transfer of an interest In 
a jointly held base to remaining holders, 
or transfer of a base or interest therein, 
only in the case of producer's death, re¬ 
tirement. or entry into military service, 
to a member of the immediate family. 
This Increased freedom of transfer ap¬ 
pears consistent with the purposes of the 
base plan. 

Other changes In the base rules, pro¬ 
posed herewith, conform with changes 
in provisions, for computation of bases. 
The new rules for dealing with multiple 
farms and multiple operators are more 
definite and accordingly more easily ad¬ 
ministered. The changes do not operate 
to remove any privileges of producers 
with respect to obtaining and transfer¬ 
ring bases. 

4. Allowable shrinkage in Class TV 
should be limited to one-half percent of 
all receipts from producers plus two per¬ 
cent of receipts from all sources that 
were not disposed of in bulk to another 
handler. 


The purpose of these revisions Is to 
provide uniform shrinkage accounting 
and classification with respect to milk 
received from producers, from other 
handlers, or from other sources. The 
one-half percent is allowance for plant 
loss in receiving milk from producers. 
The two percent is Class IV allowance for 
loss in processing and bottling opera¬ 
tions. This functional differentiation in 
Class IV allowance for plant loss provides 
uniform accounting on bulk milk re¬ 
ceived from another handler and milk 
received from producers. Under present 
rules shrinkage is classified as follows: 

(1) From producers—2 Vi percent in 
Class IV—balance in Class I; 

(2) From other handlers—all in Class 
I; and 

(3) From other sources—all in Class 

rv. 

The language here proposed w r ould not 
change the total Class IV shrinkage al¬ 
lowance on milk which a handler re¬ 
ceives from producers and processes and 
bottles. On bulk receipts from other 
handlers the proposed language would 
allow in Class IV up to two percent This 
allowance with the onc-half percent al¬ 
lowed to the handler who received the 
milk from producers, makes a total loss 
allowance in Class IV on interhandler 
transfers that is the same as that on 
producer milk that is received and proc¬ 
essed by the same handler. 

These changes in the order were ex¬ 
plained and recommended by the mar¬ 
ket administrator. They clarify the 
rules governing the allowance for plant 
loss and make the accounting for it uni¬ 
form among handlers. There was no 
testimony in opposition to these propos¬ 
als. The only question raised was by 
producers who suggested that the total 
allowance on producer milk should not 
exceed two percent A handler objected 
that this proposal was not within the 
scope of the hearing. No action is taken 
on the proposal to reduce the total 
shrinkage allowance in Class IV. 

The proposal also would make the ac¬ 
counting and classification of plant loss 
on milk from other sources the same as 
on milk from other handlers. Uniform 
rules would be simpler and easier to fol¬ 
low. and in this market, where receipts 
from other sources, receipts from other 
handlers, and receipts from producers, 
tend to be similarly utilized, uniform 
plant loss accounting w ould appear to be 
suitable. 

5. Milk disposed of to non fluid milk 
plants. Classification on the basis of 
actual utilization in the case of milk 
moved to a nonfiuid milk plant(s), pur¬ 
suant to $ 907.45 <b), should be limited 
to plants within the State of Wisconsin 
and other plants within 150 miles of the 
marketing area. The order should allow 
the operator of the plant from which the 
milk moves, and the operator of the non- 
fluld milk plant, to submit an amended 
claim as to classification if there is in¬ 
sufficient utilization in the latter plant to 
cover the classification originally 
claimed. The requirement that such 
claim be submitted by the 7th day of the 
following month should be deleted. 

The proposed territory within wifich 
the market administrator may be called 
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upon to classify producer milk on the 
basis of utilization in nonfiuid milk 
plants is somewhat larger than the terri¬ 
tory previously specified In the order. It 
was indicated that the previous provision 
was removed from the order at a time 
when difficulty was experienced by han¬ 
dlers in finding plants which would take 
surplus milk. The territory included in 
the State of Wisconsin and other areas 
within 150 miles of Milwaukee was pre¬ 
sented as adequate to serve this purpose 
as to economic disposal of surplus milk, 
and to provide a reasonable limit to the 
requirement upon the market adminis¬ 
trator in verifying utilization. No dis¬ 
senting testimony was presented. This 
order modification should be adopted. 

In cases where utilization of milk mov¬ 
ing to nonfiuid milk plants is to be veri¬ 
fied, It appears unnecessary to require 
an agreement as to its utilization to be 
submitted by the 7th day after the end 
of the month. If the agreement is not 
submitted to the market administrator, 
classification is determined to be Class I 
If the transfer was In the form of milk 
or skim milk, and Class n if in the form 
of cream. There appears to be no ob¬ 
jection to allowing operators of the 
plants Involved to submit on amended 
claim as to classification If records of 
the nonfiuid milk plant do not substanti¬ 
ate utilization as first claimed, but do 
show sufficient utilization in other 
classes. 

Under issue number 7 the renumbering 
of the present section designated as 
5 907.45 to be instead, 5 907.43, is ex¬ 
plained. 

6. Price formula for Class III milk. 
The Class HI price formula should be 
modified so that if one of tho three 
named manufacturing plants does not 
report a price, the average paying prices 
of condenseries used in the basic formula 
would be the Class III price. 

The order establishes the price for 
Class m milk as the average paying 
price during the month for milk con¬ 
taining 3.5 percent butterfat at the fol¬ 
lowing plants: 

Kraft Foods. Inc.. Hartford. Wisconsin, 

Carnation Company. Oconomowoc. Wis¬ 
consin. and 

White House Milk Company, West Bend. 
Wisconsin: 

with the proviso, however, that if one of 
these plants fails to report a price, prices 
paid at two other named plants shall be 
substituted for the missing price report. 

Testimony given by the market admin¬ 
istrator stressed the uncertainty involved 
in relying on obtaining reports from the 
two alternate plants If one of the regular 
plants fails to report. It was suggested 
that the condcnsery paying price which is 
part of the basic formula should be used 
Instead of the two alternate plants men¬ 
tioned. 

The record indicates that the basic 
formula condcnsery paying price has av¬ 
eraged a little lower in recent years than 
the paying price of the first three plants 
named In the Class III formula. Use of 
the basic formula condensery price as an 
alternative, would not reduce the price 
for Class III milk, however, unless one of 
the three named plants failed to report. 
There is no information in the record as 


to prices paid by the twro plants now 
named as alternatives in the Class HI 
formula. 

In view of the uncertainty with respect 
to the present alternative In the Class III 
price formula, the condcnsery price In the 
basic formula is a more desirable alterna¬ 
tive. It Is concluded that this alternative 
should be substituted for the prices paid 
by the two plants now named as an alter¬ 
native. 

7. Language revision and miscellaneous 
changes. The section of the order deal¬ 
ing with classification of milk disposed of 
to other plants (now } 907.45), is closely 
related to 5 907.41 entitled Classes of uti¬ 
lization , and logically should precede the 
sections concerning general responsibility 
of handlers, classification, and correction 
of classification. The provisions of 
85 907.43, 907.44 and 907.45. should ac¬ 
cordingly be renumbered as 55 907.44, 
907.45 and 907.43, respectively. 

The order section (now 5 907.43 and to 
be renumbered as 5 907.44) stating the 
general responsibility of handlers in 
proving classification should be restated 
In a manner so that it is clearly always 
the responsibility of the handler who 
first receives the milk from producers. 
Method of disposal by the handler (in¬ 
cluding disposal to consumers, other 
handlers, or nonfiuid milk plants) is a 
factor which enters into the problem of 
classification in the ways specified in 
other sections of the order. 

The order section (now 5 907.44 and to 
be renumbered as 5 907.45) providing for 
correction of classification should be 
modified as follows: The matter of cor¬ 
rection of classification should be con¬ 
fined to milk and milk products the 
classification of which affects the 
uniform and base prices to be paid pro¬ 
ducers. Present provisions do not spec¬ 
ify this. Since the problem of reclassi¬ 
fication involves correcting data as to 
receipts, and utilization, these items 
should be mentioned for the sake of 
clarity. 

With respect to 5 907.47. Allocation of 
milk classified, the title should be 
changed to Allocation of producer milk. 
In this section, paragraphs (a) and (b) 
should be changed to conform with the 
new accounting on shrinkage. Also in 
paragraph ib), there should be inserted 
explanatory language in the ease of allo¬ 
cation of other source milk to Class L 
In such case the allocation should be 
based on milk equivalent of the other 
source butterfat computed at the aver¬ 
age test of Class I milk. 

In 5 907.50. for administrative con¬ 
venience. the basic formula price com¬ 
putation should be to the nearest full 
cent. Other changes are to eliminate 
names of plants no longer reporting, 
and redcslgnation of the present para¬ 
graph (c) as <b> due to prior deletion 
of the language in (b). 

In 5 907.51 <d> language relating to 
April, May and June 1954 should be de¬ 
leted. In this section, (e) (4) is also 
unnecessary and should be deleted. 

General findings . (a) The proposed 

marketing agreement and the order, as 
amended, and as hereby proposed to 
be further amended, and all of the terms 
and conditions thereof will tend to effec¬ 
tuate the declared policy of the act: 


(b) The parity prices of milk as de- 
term:nod pursuant to section 2 of the 
act arc not reasonable in view of the 
price of feeds, available supplies of feeds 
and other economic conditions which 
affect market supply and demand for 
milk, in the marketing area and the min¬ 
imum prices specified in the proposed 
marketing agreement and the order, ss 
amended and as hereby proposed to be 
further amended, ore such prices as will 
reflect the aforesaid factors, insure a 
sufficient quantity of pure and whole¬ 
some milk, and be in the public interest: 
and 

(c) The proposed order, as amended, 
and os hereby proposed to be further 
amended, will regulate the handling of 
milk in the same manner as. and will be 
applicable only to persons in the respec¬ 
tive classes of industrial and commercial 
activity, specified in a marketing agree¬ 
ment upon which a hearing has been 
held. 

Rulings on proposed findings and con¬ 
clusions. Briefs were filed which con¬ 
tained statements of fact, proposed find¬ 
ings and conclusions, and arguments 
with respect to the provisions of the 
proposed amendments. Every point 
covered in the briefs was carefully con¬ 
sidered along with the evidence in the 
record in making the findings and reach¬ 
ing the conclusions hereinbefore set 
forth. To the extent that the findings 
and conclusions proposed in the briefs 
ore inconsistent with the findings and 
conclusions contained herein, the request 
to make such findings or to reach such 
conclusions is denied on the basis of the 
facts found and stated in connection 
with the conclusions in this recom¬ 
mended decision. 

Recommended marketing agreement 
and amendment to the order. The fol¬ 
lowing order amending the order, ss 
amended, regulating the handling of 
milk in the Milwaukee, Wisconsin, mar¬ 
keting area is recommended as the de¬ 
tailed and appropriate means by which 
the foregoing conclusions may be car¬ 
ried out. The recommended marketing 
agreement is not included in this deci¬ 
sion because the regulatory provision 
thereof would be identical with those 
contained in the order, as amended, and 
as hereby proposed to be further 
amended. 

1. Delete in 5 907.13 the word “Indlvid- 
uoT and insert instead the word “per¬ 
son". 

2. Delete 5 907.19. 

3. Delete the following words in par¬ 
enthesis from 5 907.30 <d>: ••(except 
Class IH milk and Class IV milk products 
disposed of In the form In which received 
without further processing by the han¬ 
dler) ". 

4. Delete 5 907.32 and substitute the 
following: 

5 907.32 Other reports. Each 
ducer-handler shall make reports to the 
market administrator at such time an 
in such manner as the market adminis¬ 
trator may prescribe. 

5. Delete the words "receipts of 
lowing the word "all" in i 907.33 <*’• 

6. In g 907.41 (d) delete subpainsrapn 
(3) and substitute the following: 
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(3> Actual shrinkage, but in an 
amount not to exceed onc-hali of one 
percent of the total pounds of butterfat 
received directly from producers, plus 
two percent of the total pounds of but¬ 
terfat In bulk milk, skim milk, and cream 
in fluid form received at a handler’s plant 
from all sources which were not disposed 
of In bulk to a plant of another handler. 

1 Delete 55 907.43. 907.44 and 907.45 
and substitute the following: 

1907.43 Disposition to other plants. 
(a> Any milk or skim milk in fluid form 
disposed of in bulk from a fluid milk 
plant or receiving station to any such 
plant of another handler, including a 
producer-handler, shall be classified as 
Class I milk, and any cream so disposed 
of shall be classified as Class n milk, un¬ 
less utilization in another class is mu¬ 
tually indicated in reports to the market 
administrator by both handlers, in 
which case such milk, skim milk or cream 
shall be classified according to such mu¬ 
tual agreement: Provided. That in no 
event shall the quantity in such other 
class exceed the total use in such class 
in the plant of the transferee-handler 
after the subtraction of other source 
milk pursuant to 5 907.47, 

<b> Any milk or skim milk in a fluid 
form disposed or from a fluid milk plant 
or receiving station to any nonfluid milk 
plant shall be classified as Class I milk, 
and any cream so disposed of shall be 
classified as Class II milk, unless all of 
the following conditions are met: 

<1> The nonfluid milk plant is located 
within the State of Wisconsin or In an 
area outside the State of Wisconsin not 
more than 150 miles from the marketing 
area; 

<2) The transferring handler claims 
aoother class on the basis of a utilization 
mutually Indicated in writing to the mar¬ 
ket administrator by both the handler 
and the operator of the nonfluid milk 
Plant; 

<3) The operator of the nonfluid milk 
Plant maintains books and records show- 
the utilization of milk and milk prod¬ 
ucts received at such plant, which are 
made available if requested by the market 
administrator for the purpose of verifi¬ 
cation; an d 

t4) Not less than an equivalent 
amount of milk or milk products actually 
were utilized during the month in such 
Plant in the use indicated pursuant to 
mbparagraph (2) of this paragraph, in 
Which case the quantity so disposed of 
Hjau be classified accordingly: Provided. 
*nat if upon the inspection of the rec¬ 
ite of such plant it is found that an 
JJimvaient amount of milk or milk prod- 
actually were not used during the 
month in such indicated use, the remain- 
pounds shall be classified In such 
ia&s<es> as contain(s) an equivalent 
“mount of milk and is specified by an 
amendment to the statement described 
^paragraph 12) of this paragraph. 

Responsibility of handlers. 
«*tabUthlng classification, the respon- 
ihuiL # °* handler who receives the 
Muw from Producers shall be as follows: 

uk received by a handler from pro- 
orrtw 3 ftn< * or disposed of in original 
• oiner form by such handler, or by any 


other handler(s), or by the operator of 
any nonfluid milk plant(s), shall be clas¬ 
sified as Class I milk unless the handler 
who first received the milk proves to the 
satisfaction of the market administrator 
that such milk should be classified 
otherwise. 

5 907.45 Correction of classification 
(and reclassification) of milk. <n> The 
volume of receipts, the kind of utiliza¬ 
tion, and the classification, of any milk 
or milk products, entering into the com¬ 
putation of uniform or base prices to be 
paid producers, shall be corrected by the 
market administrator if upon verifica¬ 
tion, audit or investigation it is found 
that such receipts, utilization, or clas¬ 
sification were incorrect or incomplete. 

<b) Any milk or milk product reported 
by a handler as having been used or dis¬ 
posed of in any class which is found by 
the market administrator to have been 
reused or redisposed of (whether in orig¬ 
inal or other form) in a different class 
by such handler, by any other han¬ 
dler^), or by the operator of any non¬ 
fluid milk plant(s), shall be reclassified 
by the market administrator in accord¬ 
ance with such latter use or disposition. 

8. Delete 5 907.46 (f) (6) and substi¬ 
tute the following: 

<6> Determine the maximum number 
of pounds of butterfat shrinkage in Class 
IV milk by multiplying by two percent 
the pounds of butterfat in bulk milk, 
skim milk, or cream in fluid form re¬ 
ceived at a handler's plant from pro¬ 
ducers. other handlers and other sources 
which were not disposed of in bulk to 
other handlers, and ndding such amount 
to the result obtained by multiplying by 
one-half percent the pounds of butter¬ 
fat received directly from producers: 
Provided , That the pounds determined 
pursuant to this subparagraph shall be 
zero if records of utilization satisfactory 
to the market administrator are not 
available. 

9. In § 907.47 delete the title "Alloca- 
tion of milk classified" and substitute the 
title "Allocation of producer milk." 

10. Delete 5 907.47 (a) and substitute 
the following: 

<a) Subtract from the pounds of Class 
IV milk the 3.5 percent milk equivalent 
of Inventory variation prorated to other 
source milk, and subtract the lesser 
pounds of the following two items: (1) 
The pounds of shrinkage prorated to 
other source milk pursuant to 5 907.42, 
or (2) the number of pounds of shrink¬ 
age determined for oilier source milk in 
5 907.46 it) (6); 

11. Delete that portion of § 907.47 <b) 
preceding the proviso and substitute the 
following: 

<b> Subtract in sequence from Class 
IV milk (other than inventory variation 
and shrinkage of producer milk and 
other handler’s milk). Class in milk, 
and Class II milk, to the extent of the 
pounds remaining in such classes, the 
remaining pounds of 3.5 percent milk 
equivalent of other source milk received, 
and then subtract from Class I the 
pounds of milk equivalent of the remain¬ 
ing butterfat pounds In such other source 
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milk computed at the average test of 
Class I milk. 

X2. In 5 907.50 delete the words after 
the title that precede <a>. and substitute 
the following: "The basic formula price 
to be used In determining the prices per 
hundredweight of Class I milk and Class 
II milk for each month shall be the 
highest of the prices computed pursuant 
to paragraphs (a) and <b> of this sec¬ 
tion for the preceding month, adjusted 
to the nearest full cent." 

13. Redesignate 5 907.50 (c) as 5 907.50 
(b). 

14. In 5 907.51 (a) delete the words 
"March through June, inclusive $0.66; 
and $0 86 in other months" and substi¬ 
tute the words "and in other months, 
$0.78". 

15. In 5 907.51 (c> delete the proviso, 
and substitue the following: "Provided. 
That if the price paid or to be paid, at 
one or more of such plants is not so re¬ 
ported, the price for Class m milk shall 
be the basic formula price determined 
In accordance with 5 907.50 (a) /' 

16. Delete 5 907.51 (d) and substitute 
the following: 

(d) Class IV milk. The price for 
Class IV milk shall be the same as that 
computed pursuant to 5 907.50 (b). 

17. Delete 5 907.60 and 5 907.61 and 
substitute the following: 

5 907.60 Computation of base for each 
producer. The market administrator 
shall compute a base for each producer 
(including any producer-handler). os 
follows, and which shall be used for mak¬ 
ing payments to producers pursuant to 
5 907.80 for the months of April, May and 
June next following the months used in 
the computation of such base: 

(a) Divide the total pounds of milk 
received by a handlers) from each pro¬ 
ducer during the months of September 
through December in 1955, and during 
the months of August through November 
in each of the subsequent years, by the 
number of days of milk production, 
which shall not be less than seventy-five, 
and increase the resulting amount In 
1955 by twenty percent <20 percent), and 
In 1956 by ten percent (10 percent). 

(b) Any producer for whom a base 
cannot be computed pursuant to para¬ 
graph <a> of this section, shall (1) be 
allotted a base equal to 65 percent of his 
average dally deliveries during each of 
the months of April, May and June, ex¬ 
cept that for April, May and June 1956, 
the percentage shall be 70 percent, or 
(2) have the option to elect, upon notice 
to the market administrator, a base com¬ 
puted in the manner provided in para¬ 
graph (a) of this section with respect 
to his deliveries of milk to any fluid milk 
plant, receiving station, or nonfluid 
plant, such deliveries to be subject to 
verification by the market administrator. 

<c> Any producer for whom a base 
has been computed shall have the option, 
upon notice in writing to the market ad¬ 
ministrator given before April, In any 
year, to relinquish his base for such year 
and be allotted a base equal to 65 percent 
of his average dally deliveries during 
each of the months of April, May and 
June, except that for April, May and 
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June 1956. the percentage shall be 70 
percent. 

§ 907.61 Base rules. The following 
rules shall apply in connection with 
bases established pursuant to § 907.60. 

(a) A base shall be held In the name 
of the producer and may be transferred 
only at his option. 

<b) The milk to which a transferred 
base shall apply must be produced on the 
same farm from which such base was 
earned and the transferor must notify 
the market administrator in writing on 
or before the last day of the month that 
such base is to be transferred indicating 
the name of the transferee, the amount 
of base transferred and the effective date 
of the transfer; in the event of a pro¬ 
ducer's death his base may be transferred 
to the successor. 

(c) With respect to milk produced on 
a single farm by two or more producers 
and for which separate payments are 
made to such producers pursuant to 
§§ 907.80 and 907.81. all milk from such 
farm must be regarded as subject to 
either the allocated base provided for in 
1 907.60 (c), or to the earned base com¬ 
puted in § 907.60 (a) or § 907.60 (b) (2). 

(d) With respect to milk produced on 
two or more farms, by one producer each 
farm shall be regarded as separately sub¬ 
ject to the provisions of § 907.60, or such 
milk may be combined in a single base 
at the option in writing by such producer 
filed with the handler or the market 
ad m i n istrator prior to April 1 each year. 

(e) The market administrator on or 
before March 1, shall notify each handler 
of the base computed pursuant to 
5 907.60 of each of the producers deliv¬ 
ering milk to his plant: Provided , That 
tills shall not preclude the market ad¬ 
ministrator from notifying any producer 
(or the cooperative asociation of which 
the producer Is a member) of the pro¬ 
ducer's base. 

18. In § 907.71. after the words "each 
month/' insert the words -’except April. 
May and June." 

19. In § 907.73 delete paragraph (a), 
and redesignate paragraphs (b). (c). 
and <d), as (a), (b). and (c). respec¬ 
tively. 

20. In § 907.73 <b), as redesignated, 
delete the words “and (b)." 

21. In § 907 80 delete paragraph (b) 
(1) and renumber and ”<3)” as 
•*<!>" and “(2)". 

22. In § 907.80 (b) (3) which is renum¬ 
bered as § 907.80 (b) (2) delete the num¬ 
ber “(2)* following the word -subpara¬ 
graph” and Insert the number "(1)" 
and delete the words *‘in the manner pro¬ 
vided for non-base milk pursuant to 
subparagraph (1) of this paragraph'* 
and Insert **at a uniform price computed 
in the same manner provided for all milk 
in § 907.71 during the months July 
through March. 

Issued at Washington. D. C.. this 18th 
day of January 1956. 

(seal] Roy W. Lent* arts on, 

Deputy Administrator . 

|F. R. Doc. 56'51ft: Filed. Jon. 20. 1956; 
8:47 a. m.J 
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l Docket No. AO-2761 

Handling or Milk in Wilmington, 
Delaware, Marketing Area 

NOTICE or RECOMMENDED DECISION AND OP¬ 
PORTUNITY TO FILE WRITTEN EXCEPTIONS 

THERETO WITH REFERENCE TO PROPOSED 

MARKETING AGREEMENT AND PROPOSED 

ORDER 

Pursuant to the rules of practice and 
procedure, as amended, governing pro¬ 
ceedings to formulate marketing agree¬ 
ments and orders (7 CFR Part 900). no¬ 
tice is hereby given of the filing with the 
Hearing Clerk of this recommended de¬ 
cision of the Deputy Administrator. Agri¬ 
cultural Marketing Service, United 
States Department of Agriculture, with 
respect to a proposed marketing agree¬ 
ment and order regulating the handling 
of milk in the Wilmington. Delaw'are, 
marketing area, to be made effective pur¬ 
suant to the provisions of the Agricul¬ 
tural Marketing Agreement Act of 1937, 
as amended <7 U. S. C. 601 et scq.). 

Interested parties may file written ex¬ 
ceptions to this recommended decision 
with the Hearing Clerk, Room 112, Ad¬ 
ministration Building. United States De¬ 
partment of Agriculture. Washington. 
D. C., not later than the close of business 
on the 15th day after the publication of 
this recommended decision in the Fed¬ 
eral Register. Exceptions should be 
filed in quadruplicate. 

Preliminary statement A public 
hearing on the record of which the rec¬ 
ommended marketing agreement and 
order were formulated w>as called by the 
Agricultural Marketing Service, United 
States Department of Agriculture, fol¬ 
lowing receipt of a petition filed by the 
Inter-State Milk Producers’ Coopera¬ 
tive. The hearing was held in Wilming¬ 
ton, Delaware, on September 12 through 
September 23, 1955, pursuant to a notice 
duly published in the Federal Register 
on August 27. 1955 (20 F. R. 6299). The 
period until October 29, 1955. was al¬ 
lowed Interested parties for the filing of 
briefs on the record. 

The material issues of record related 
to: 

1. Whether the handling of milk In 
the market is in the current of inter¬ 
state commerce or directly burdens, ob¬ 
structs or affects interstate commerce in 
milk or its products; 

2. Whether marketing conditions jus¬ 
tify the Issuance of a marketing agree¬ 
ment or order; and 

3. If an order is issued what its pro¬ 
visions should be with respect to: 

<a> The scope of regulation; 

<b) The classification of milk; 

(c) The level and method of deter¬ 
mining class prices; 

(d) The method to be used in dis¬ 
tributing proceeds among producers; 
and 

(e) Administrative provisions. 

Findings and conclusions. Upon the 

evidence adduced at the hearing and the 
record thereof, it is hereby found and 
concluded that: 

1. Character of commerce. The han¬ 
dling of milk in the Wilmington, Dela¬ 
ware, marketing area is in the current 


of Interstate commerce and directly 
burdens, obstructs, or affects interstate 
commerce in the handling of milk and 
its products. 

The Inter-State Milk Producers* Coop¬ 
erative. a cooperative association, repre* 
sents the majority of producers produc¬ 
ing milk for the Wilmington. Delaware, 
marketing area. This association acts 
as the marketing agent for its members 
whose farms, in the case of the Wilmln*. 
ton market, are dispersed throughout 
parts of the States of Delaware, Penn, 
sylvania, and Maryland. Of Inter- 
State’s members shipping to five primary 
Wilmington handlers, farms of 61 per¬ 
cent arc located within the State of Dela¬ 
ware. 29 percent are in Maryland and 
10 percent are in Pennsylvania. Milk 
from these farms is in dally interstate 
commerce as it moves to the plants of 
Wilmington handlers for eventual dis¬ 
position for fluid consumption to con¬ 
sumers in the Wilmington marketing 
area. 

One substantial Wilmington handler 
with a bottling plant in Wilmington, re- 
ceives no producer milk directly at such 
plant. Virtually all the requirements 
of this plant are received from producer! 
at the handler’s Order 61 receiving plants 
located in Oxford and Chester, Penn¬ 
sylvania, and this milk is then moved to 
interstate commerce to Wilmington, for 
processing and bottling. In addition, 
this handler also bottles some Class I 
products for distribution in Wilmington 
area at his Philadelphia bottling plants 
which receive milk from producers lo¬ 
cated both in Pennsylvania and Mary¬ 
land. 

Another Wilmington handler bottles 
all of his Wilmington Class I needs at his 
Order 61 bottling and distributing plant 
located in Philadelphia, Pennsylvania 
Milk is received at this plant from pro¬ 
ducers in the States of Delaware. New 
Jersey. Maryland, and Pennsylvania A 
third Order 61 handler bottles milk for 
sale in Wilmington marketing arcs to 
his plant at Boothwyn. Pennsylvania 

A bottling plant located in Chesapeake 
City, Maryland, receives milk from pro¬ 
ducers located in the States of Maryland 
and Delaware and distributes bottled 
milk both in the Wilmington area and 
In the nearby Maryland area. Another 
local dairy located in Now'ark, Delaware, 
and doing business in the surrounding 
area in Delaware, also distributes milk 
in the nearby Maryland area. A New 
Jersey bottling plant with producers in 
both New' Jersey and Delaware bottles 
milk which is later sold through store 
outlets in the Wilmington area. Still 
another handler bottles milk at his Lan¬ 
caster, Pennsylvania, plant for distribu¬ 
tion in the Wilmington area which milk 
is received from producers located in 
Pennsylvania and Maryland, 

Processing facilities for the handling 
of milk excess to fluid needs in the planto 
of Wilmington dealers are limited Milk 
in excess of the capacity of local facilities 
is accordingly disposed of through other 
plants, in many coses located outside the 
State of Delaware. The record Indicates 
that in the 12-month period June 
through May 1955. 4,040,771 pounds oi 
excess milk, skim milk and cream, w 
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percent of the total producer receipts at 
the plant* of five Wilmington dealers, 
vas sold out-of-State to dealers located 
tn Pennsylvania, New Jersey, and 

Maryland. 

The record shows that the health au¬ 
thorities permit milk to be brought into 
the market from beyond the limits of 
routine farm inspection whenever regu¬ 
lar sources of supply arc insufficient to 
meet the demands for fluid milk. While 
the record does not indicate the actual 
sources of such supplies it does show 
that during the period June 1954 through 
May 1955. 933.690 pounds of milk, skim 
milk and cream were received at the 
plants of Wilmington handlers from 
plants located outside the State of 
Delaware. 

It is not possible from the record to 
determine whether any handler operat¬ 
ing in the Wilmington market docs solely 
an intrastate business. Even if this 
tttuauon does exist such milk would be 
distributed in direct competition with 
milk which moves in interstate commerce 
as it moves from (1) the farm on which 
it was produced to the handler's plant for 
processing and bottling. <2) the process¬ 
ing and bottling plant where it is re¬ 
ceived. on routes to consumers in the 
marketing area. (3) the receiving plant 
outside the State of Delaware to the proc¬ 
essing and bottling plant in the market¬ 
ing area, or (4) the receiving plant In the 
marketing area to manufacturing plants 
located outside the State of Delaware. 

Prom the foregoing It is evident that a 
dzablc portion of milk in the Wilming¬ 
ton market moves in Interstate commerce 
in the form of fluid milk as well as In 
milk products, and that the handling of 
milk in the market directly burdens, ob- 
‘tnicts, or affects interstate commerce 
m milk or its products. 

2 Need for an order . Marketing con¬ 
ditions in the Wilmington marketing 
*rca justify the issuance of a marketing 
agreement and order. 

Por a period of 13 years from 1942 until 
June 1955 marketing conditions in the 
Wilmington market were generally sta¬ 
rted and there was no market dis- 
onier. Inter-State Milk Producers' Co¬ 
operative, a cooperative association. 
^Presenting the majority of the pro¬ 
ducers on the market, acted effectively 
** marketing agent for its membership 
delivering to five primary Wilmington 
^dlm. Milk was purchased under a 
tiisrifled pricing plan at prices generally 
related to prices in the Philadelphia mar- 
•ret and under an accounting procedure 
approved and supervised by the coopera¬ 
te osociatlon. Other dealers selling 
fluid milk in the area, to whom no Inter- 
oUte members shipped, and with whom 
were was therefor no basis for the co¬ 
operative association to bargain, paid 
♦ far fluid sufficiently similar 
10 those prices bargained by the asso- 
C l * mt rcfiale 8111(1 producer milk 
^' kct5 in the market were generally 
stable, 

On June i, a new company in the mnr- 

, began selling milk in multi-quart 
Jr 48 containers through their own 

■fros at prices roughly four cents per 
^ Jarl under the generally prevailing 

c#> Immediately on June 2 a large 
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supplier of milk In paper containers to 
stores in the Wilmington area reduced 
the wholesale price to the point where 
stores could sell this milk in multi-quart 
containers competitively with the price 
of the new multi-quart glass container. 
This action was Immediately followed by 
a reduction in the price of home deliv¬ 
ered milk on the part of a large local 
distributor, and subsequently by a gen¬ 
eral reduction in resale prices by all 
handlers. On June 18 this large local 
distributor with whom Inter-State, act¬ 
ing as agent, had previously effectively 
bargained in the sale of its members' 
milk, notified the cooperative that ef¬ 
fective June 23 it would pay only $4.50 
per hundredweight for milk for Class I 
use. a decline of 67 cents from the pre¬ 
vailing price of $5.17. The cooperative 
was instructed to ship no milk after that 
date, except at the reduced price. Since 
there was no other available market ex¬ 
cept for manufacturing purposes Inter- 
State continued to ship its members' 
milk at the dealer s price. Prices paid 
by other handlers were thereafter corre¬ 
spondingly reduced. 

While producers' prices have improved 
somewhat since June 1955, the prevail¬ 
ing price has continued substantially 
below that which would have prevailed 
under the agreement effective prior to 
June 1 and the general relationship with 
the neighboring Philadelphia market 
has been destroyed. There appears little 
likelihood that the cooperative will be 
able to bargain effectively for reasonable 
class prices in face of the present com¬ 
petitive situation in the market. 

Along with the disappearance of ef¬ 
fective bargaining between the associa¬ 
tion and the handlers, the price relation¬ 
ship between producers delivering to 
handlers in the Wilmington market and 
those delivering to handlers In the Phil¬ 
adelphia and the nearby Maryland. 
Delaware, and New Jersey markets has 
been disrupted. This situation consti¬ 
tutes a continuing and serious threat to 
a dependable supply of pure and whole¬ 
some milk for the Wilmington market. 
While there has not yet been a serious 
exit of producers from the Wilmington 
market, it appears that only prompt ac¬ 
tion on the part of the cooperative asso¬ 
ciation in requesting assistance under 
the act has thus far forestalled it. Or¬ 
derly marketing of the milk produced 
for fluid consumption requires uniformly 
dependable methods for determining 
price according to the use made of the 
milk. The proximity of the Wilmington 
area to the larger markets of Baltimore. 
Philadelphia, and In New Jersey presents 
a very sensitive pricing problem. Any 
substantial price disparity will result 
in a loss of producers to the higher priced 
markets and will consequently seriously 
jeopardize an adequate supply of milk 
for the local market. 

The primary handlers in the market 
join producers in recognition of the 
seriousness of the breakdown of effective 
bargaining relationships and offer no 
.substantial objection to the requested 
Federal regulation. 

It is concluded that the issuance of a 
marketing agreement and order for the 
Wilmington. Delaware, marketing area 
would contribute substantially to the 
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stabilization of the fluid milk market 
and will tend to effectuate the declared 
policy of the act. The adoption of a 
classified price plan based on the au¬ 
dited utilization of handlers will provide 
a uniform system of pricing milk to all 
handlers and will assure a fair division 
of returns among producers of each han¬ 
dler operating in the market. The pub¬ 
lic hearing procedure required by the 
Agricultural Marketing Agreement Act 
will provide opportunity for representa¬ 
tion of producers, handlers, and the pub¬ 
lic in presenting information on mar¬ 
keting conditions and participating in 
the determination of prices for milk In 
the area. 

3. <a> Scope of regulation. It is nec¬ 
essary to designate clearly what milk and 
what persons would be subject to regu¬ 
lation under the various provisions of 
the order. This can best be done by pro¬ 
viding definitions which set forth the 
categories of persons, plants and milk 
products for purposes of classification of 
milk and of application of other provi¬ 
sions of the order. 

Marketing area . The marketing area 
should include all that territory lying 
within the north, east and west bound¬ 
aries of the State of Delaware and north 
of the Chesapeake and Delaware Canal. 
This area, comprising roughly the north¬ 
ern half of Newcastle County, is domi¬ 
nated by the city of Wilmington with a 
population of 110,000 persons as re¬ 
ported in the 1950 census. The remain¬ 
ing population of the area is estimated 
at 100.000 of which 62.000 represents the 
concentration of population in the ur¬ 
banized area immediately beyond the 
Wilmington city limits and Includes the 
city of Elsmerc. Other population con¬ 
centrations scattered over the area in¬ 
clude the cities and towns of Newark, 
Newcastle, Bellefonte, Delaware City, 
and Newport. 

Milk for the marketing area as herein 
proposed is produced under the health 
regulations of either the city of Wil¬ 
mington or of the State of Delaware. 
Milk produced under Wilmington inspec¬ 
tion is sold throughout the area, since 
It is acceptable under the State ordinance 
for distribution throughout the State. 
While handlers operating only outside of 
the city of Wilmington under authority 
of the State health regulations do not 
hold permits to distribute in the city of 
Wilmington, nevertheless milk produced 
under each of these authorities Is gen¬ 
erally of similar quality. The separate 
ordinances are very similar as to provi¬ 
sions and the administration thereof 
appears comparable. 

Handlers with plants located in Wil¬ 
mington, who handle roughly 80 percent 
of the total volume of milk sold for fluid 
distribution in the entire marketing area 
as herein defined, operate extensive and 
intermingling routes throughout the 
area. There is no indication, however, 
that such handlers cross the State line 
into New Jersey, Pennsylvania, or Mary¬ 
land. While, as previously indicated, 
certain smaller handlers both in Dela¬ 
ware and in Maryland do operate routes 
which cross the Maryland-Delaware line 
there appears to be no substantial out¬ 
side competition which might be advan¬ 
taged by the fact that these particular 
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handlers are brought under full regu¬ 
lation. 

While there are small segments of the 
marketing area herein defined which 
are sparsely populated and predomi¬ 
nately rural in character, and in which 
little or no bottled fluid milk is presently 
distributed, it appears that such areas 
could be most economically served by the 
handlers who would be regulated by this 
order and the exclusion of such areas at 
this time would greatly complicate the 
clear delineation of the marketing area 
boundaries. Furthermore, in certain of 
such areas there are presently, indica¬ 
tions of substantial industrial and resi¬ 
dential development in the immediate 
future. This situation is particularly 
discernible in the extreme southern and 
southwesterly parts of the marketing 
area where a large oil company is pres¬ 
ently conducting a substantial expan¬ 
sion program of its manufacturing fa¬ 
cilities w r hich will likely lead to consid¬ 
erable residential development in this 
area. 

Handlers proposed that the marketing 
area include also that part of the village 
of St. Oeorges which lies on the southern 
side of the canal. The village of St. 
Georges is unincorporated and no sug¬ 
gestions were made at the hearing which 
would insure a clear delineation of area 
boundaries of that portion of the village 
south of the canal. In any event, the en¬ 
tire town of St. Georges, according to the 
1950 census has a population of less than 
350 and it is extremely unlikely that the 
portion south of the canal would be 
served by handlers other than those who 
would be regulated by tills order. Any 
fluid distribution of unregulated milk 
that might occur there could not consti¬ 
tute a disruptive influence sufficient to 
disturb the orderly marketing of milk in 
the marketing area. 

The marketing area as herein defined 
comprises a contiguous, generally popu¬ 
lous territory, served by the same han¬ 
dlers. Such area is. in reality, a single 
milk market, all parts of which are reg¬ 
ulated by health ordinances generally 
similar in scope and enforcement, and 
which constitutes a practical unit for the 
proposed regulation. 

Milk to be priced . The milk to be reg¬ 
ulated under this order should be that 
milk which is regularly received in a 
plant at which milk is pasteurized and 
bottled and from which milk is disposed 
of for fluid use to consumers in the mar¬ 
keting area or which is received at a 
plant which supplies milk to such a pas¬ 
teurizing, bottling or distributing plant. 
The milk to be priced under the order 
should be that which constitutes the reg¬ 
ular supply for the marketing area. This 
milk supply may be identified by pro¬ 
viding appropriate definitions of the 
terms: “fluid milk plant/* “non-fluid 
milk plant," “handler." •‘producer/* and 
"producer-handler/* and ''other source** 
milk. 

The minimum class prices of the order 
should apply to that milk which is re¬ 
ceived from dairy farmers at plants 
which supply fluid milk and fluid milk 
products for sale on retail or wholesale 
routes or through plant stores in the 
marketing area. Such plants are de¬ 
fined as “fluid milk plants/’ 


Under usual circumstances dealers who 
distribute fluid milk products in the Wil¬ 
mington marketing area receive sufficient 
milk direct from local dairy farmers to 
meet their full requirements. Accord¬ 
ingly. there is no need during the months 
of January through August, when pro¬ 
duction Is greatest, to look to plant 
sources for supplemental supplies. While 
the order provisions should not be so 
constructed as to prevent a distributing 
handler from obtaining ail or a part of 
his fluid needs from such a plant, the 
market should have assurance that a 
handler cannot gain a price advantage by 
such an operation. It is provided there¬ 
fore that during the months of January 
through August any plant supplying milk 
to a distributing plant shall also be a 
fully regulated “fluid milk plant**. Milk 
received at such supply plant should be 
considered a part of the regular market 
supply. During the short production 
months provision must be made to assure 
that a handler will have ready access to 
supplemental supplies if needed. Pro¬ 
ducer proponents suggested that any 
supply plant shipping less than one hun¬ 
dred thousand pounds or shipping on no 
more than four days during the month 
be exempted from regulation. Both of 
these figures were apparently derived 
from a generalization of actual experi¬ 
ence of handlers over the past several 
years. 

Under the individual handler-type 
pooling hereinafter proposed for the Wil¬ 
mington market each handler pools sepa¬ 
rately and returns to his own producers a 
blended price based solely on his own 
utilization. Under these circumstances 
irregular supply plants may be reluctant 
to sell milk to the market If In so doing 
they bring their operations under full 
regulation. With supply plants fully 
regulated the balance of the year there is 
little likelihood that a handler would give 
up his regular supply in order to gain a 
possible short term advantage by use of 
unpriced milk during the short season 
when milk is generally in demand and 
prices are highest. It is desirable that 
the shipping privileges during this period 
be left rather liberal and it is therefore 
concluded that shipping on 10 or less 
days should be permitted during any of 
the months of September through De¬ 
cember before a plant becomes fully 
regulated. 

Handlers should have assurance that 
they will not be fully regulAted under 
more than one Federal order for the 
same milk. It is provided, therefore, 
that notwithstanding the conditions es¬ 
tablished for qualifying a plant as a fluid 
milk plant under this order, any plant 
meeting such conditions which is a regu¬ 
lated plant under another Federal order 
shall not be regulated under this order. 
However, the operator thereof is required 
to make such report of receipts and util¬ 
ization at such plant as the market ad¬ 
ministrator shall require and to allow 
verification of such reports by the mar¬ 
ket administrator. 

All milk plants other than those quali¬ 
fying as “fluid milk plants'* shall be 
“nonfluid milk plants/* 

A definition of “handler** is necessary 
In order to further specify the types of 
processors and distributors who ore to 


be subject to regulation. The term 
should be defined as any person in hu 
capacity as the operator of one or more 
fluid milk plants and any cooperative 
association with respect to producer milk 
diverted by It from a fluid milk plant to 
a nonfluid milk plant for the account of 
such association. This definition would 
make the operator of a fluid milk 
plant(s), as previously defined, the re¬ 
sponsible Individual for reporting to the 
market administrator and for accounting 
for milk and for paying producers. The 
Inclusion of a cooperative association, 
even though it might not operate a plant, 
will promote efficient utilization of pro¬ 
ducer milk in the highest available use 
class since such an arrangement will per¬ 
mit the cooperative association to divert 
milk for Class I uses which might other¬ 
wise be used or disposed of by proprietary 
handlers in Class n. Processing facili¬ 
ties for handling excess milk in the plants 
of proprietary handlers are very limited 
and It may be necessary from time to 
time that the association assume respon¬ 
sibility for the disposition of excess milk 
for Class II uses. The inclusion of the 
cooperative a a handler for milk which 
it diverts under such circumstances will 
give greater assurance to those producers 
who are the regular source of supply for 
the market of a continuing, stable mar¬ 
ket for their milk. 

A producer-handler Is Included within 
the handler definition in order that the 
market administrator may require such 
reports as he deems necessary to check 
receipts and disposition of such an 
operation. 

The term “producer* defines the dairy 
farmers to whom the minimum price 
specified in the order must be paid. It 
is intended that all of those dairy farm¬ 
ers who regularly supply the market shall 
be included under tills definition. Under 
usual circumstances producers in Fed¬ 
eral order markets are defined on the 
basis of approval by the appropriate 
health authority of the farm facilities 
for the production of milk for fluid use 
as evidenced by the holding of current 
inspection permits issued by such author¬ 
ity. In the case of both the city of 
Wilmington and the State of Delaware, 
the record is clear that the respective 
health departments make regular inspec¬ 
tions and require that the dairy farmer 
hold a current permit in order to ship 
milk to a plant distributing milk in the 
marketing area. In situations where the 
regular supply of direct receipts at such 
plants Is Insufficient to meet market 
needs the record is not clear whether 
anything other than platform inspection 
is necessary. Accordingly, it is not P<** 
slbie to identify producers on the basis 
of permits. Under these circumstances 
it is necessary, therefore, that producers 
be identified on the basis of deliveries 
from the form on which milk is produced 
to a fluid milk plant as herein defined. 

The producer definition should be suf- 
flcently broad to include that milk which 
is diverted from a fluid milk plant U) a 
nonfluid milk plant for the account or 
the diverting handler. In the case of 
such diversion milk shall be deemed w 
have been received at the fluid mu* 
plant from which it was diverted. Tntf 
provision will facilitate interplant move- 
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menu of milk for the purpose of adjust¬ 
ing x c short-time variations In supply 
and requirements without depriving the 
farmers producing the milk of their 
status as producers. 

A ‘‘producer-handler” Is defined as 
any person who operates both a dairy 
farm and a fluid milk plant from which 
Class I milk is disposed of in the market- 
ins area but who receives no milk from 
other dairy farmers. Since a producer- 
handler receives no milk from producers 
it Is unnecessary to subject such an op¬ 
eration to the pricing and payment pro¬ 
visions of the order. However, as 
previously indicated it is necessary that 
the plant operator In his status as a 
handler be required to make reports to 
the market administrator in order that 
his continuing status as a producer- 
handler can be ascertained and to facili¬ 
tate accounting with respect to transfers 
of milk from other handlers. 

Classification provisions of the pro¬ 
posed order should provide that any 
milk in the form of Class I products 
transferred by a handler to a producer- 
handler will be Class I milk. Any sup¬ 
plemental supplies of milk which may 
be obtained from other handlers, by vir¬ 
tue of the type of operation involved, 
may be presumed to be needed by the 
producer-handier for fluid use and 
should be classified In the supplying 
handler’s plant as Class I milk. A pro¬ 
ducer-handler may receive milk from 
other handlers and still maintain his 
items as a producer-handler. Any milk 
which a handler receives from a pro¬ 
ducer-handler should be other source 
milk and would, therefore, be allocated 
to the lowest class utilisation at the fluid 
milk plant(s) of a handler after the 
allocation of shrinkage on producer 
milk Milk disposed of to another han¬ 
dler must be presumed to be surplus to 
tbe operation of the producer-handler 
and since other producers do not share 
in the Class I utilization of the producer- 
handler it would be unfair to ask such 
Producers to share their Class I utiliza¬ 
tion with the excess milk of a producer- 
handler. 


"? ther source” milk represents skim 
milk and butterfat which is not subject 
J? the pricing provisions of this order, 
piher source milk should be defined to 
include all skim milk and butterfat con¬ 
fined in products designated as Class I 
Products and in fluid cream utilized by 
“JJ handler in his operations, except 
received from producers and fluid 
and Class I products received from 
w*r fluid milk plants. It will include 
milk products from nonfluid milk 
r™** and all manufactured dairy prod- 
any source which are reproc- 
or converted into another product 
mon It will Include those 
™nufactured products from a plant’s 
n production which are made and are 
^ocewed or converted into another 
***** during the month, 
mitt' Ctodfoa&on of milk. Milk and 
tS r 5 Kiucts received by each handler 
mut h? classlfl ed on the basis of skim 
and butterfat in accordance with 
whu»? rm 1x1 or the purpose for 

J?:,* such skim milk and butterfat 
1 or or dis Posed of as either Class 
1 * cl *&s II milk. 


While it is Intended that only produc¬ 
er milk be priced under this order, milk 
is actually received at a fluid milk plant 
not only from producers, but also from 
other handlers and from other sources, 
all of which milk is commingled in han¬ 
dlers' plants. It is necessary, therefore, 
to classify all receipts of milk in order 
to establish the classification of pro¬ 
ducer milk and to apply the classified 
price plan. 

The products which arc included in 
Class I are required by the health au¬ 
thorities in the marketing area to be 
made from milk or milk products ob¬ 
tained from approved sources. The ex¬ 
tra cost of getting quality milk produced 
and delivered to the market in the con¬ 
dition and quantities required makes it 
necessary to provide a price for milk used 
in Class I products above the price for 
ungraded or manufacturing milk price. 
The higher price should be at that level 
which will yield a blend price to pro¬ 
ducers that will encourage production of 
a sufficient supply to meet market needs. 

Excess milk not needed seasonally or 
at other times for Class I use must be 
disposed of in manufactured products. 
These products are less perishable and 
must be sold in competition with prod¬ 
ucts made from ungraded milk. Milk so 
used should be classified as Class II milk 
and priced in accordance with its value 
in such outlets. 

Class I milk should be all skim milk 
(including that used to produce concen¬ 
trated milk and reconstituted skim milk) 
and butterfat disposed of in fluid form 
as milk, skim milk, buttermilk, cultured 
buttermilk, flavored milk, flavored milk 
drinks, concentrated milk, milk shake 
mix, and any other mixture of cream 
and milk or skim milk (other than ice 
cream, ice cream mixes, eggnog, and 
sterilized products in hermetically sealed 
containers) containing less than 18 per¬ 
cent butterfat and all skim milk and 
butterfat not accounted for as Class H 
milk. 

All skim milk and butterfat used to 
produce products other than those clas¬ 
sified in Class I milk should be Class II 
milk. This classification would Include 
all of those products which are generally 
considered as manufactured milk prod¬ 
ucts not required by the health authori¬ 
ties to be made from approved milk. 
Eggnog and fluid cream are specified ex¬ 
ceptions. however, and arc included as 
Class II even though the health ordi¬ 
nances would require that they be derived 
from approved milk. Eggnog can be 
made and sold into the marketing area 
by manufacturers not doing any fluid 
milk business in the area. The classifi¬ 
cation of this product as Class I could 
bring under regulation a substantial 
number of additional handlers who are 
not fluid milk distributors and whose 
business in the area would be of inxufll- 
cicnt volume to represent a significant 
competitive factor. 

The health ordinances of both the city 
of Wilmington and the State of Delaware 
contain emergency provisions which per¬ 
mit cream to be obtained from sources 
outside the routine inspection limits of 
the city or Wilmington. The proximity 
of this market to Philadelphia, a recog¬ 
nized open cream market, and the fact 


that several Philadelphia handlers do a 
substantial business here seem to require 
that for competitive reasons fluid cream 
be classified as Class II. 

Handlers have inventories of milk and 
milk products at the beginning and end 
of each month which enter into the ac¬ 
counting for receipts and utilization 
The accounting procedure will be facili¬ 
tated by providing that end of month 
inventories of ail Class I products be 
classified as Class n milk, regardless of 
whether such products are held in bulk 
or in packaged form. It is also proposed 
that fluid cream on hand at the end of 
the month be carried as a part of the 
inventory. Inventories of such products 
on hand will then be subtract^ under 
the proposed allocation procedure fronft 
any available Class n disposition in the 
following month. The higher use values 
of any fluid cream or Class I products 
In inventory which may be allocated to 
Class I milk in the following month 
should be reflected in returns to pro¬ 
ducers. The mechanics of the attached 
order provide for the reclassification of 
inventories on that basis. 

Inventories of Class I products and of 
fluid cream on hand at & fluid milk plant 
at the beginning of any month during 
which such plant becomes a regulated 
plant for the first time should likewise 
be allocated to any available Class II 
utilization of the plant during the 
month. This will preserve the priority 
of assignment of current producer re¬ 
ceipts to current Class I use. 

In the determination of shrinkage of 
producer milk, total shrinkage should 
first be prorated between receipts of pro¬ 
ducer milk and receipts of other source 
milk. Shrinkage of producer milk not in 
excess of two percent of total producer 
receipts should be classified as Class n 
and any shrinkage in excess of this 
quantity should be classified as Class I. 
None of the shrinkage should be assigned 
to milk received from other pool plants 
since shrinkage on such milk is allowed 
to the transferring handler. All shrink¬ 
age of other source milk should be clas¬ 
sified as Class II. A plant which is op¬ 
erated in a reasonably efllcient manner, 
and for which complete and accurate 
records of receipts and utilization are 
maintained, should have total shrinkage 
of no more than two percent of total 
receipts. However, the classification 
procedure herein recommended gives 
adequate protection in the classification 
of shrinkage on producer milk and it is 
unnecessary to limit the classification of 
shrinkage on other source milk in 
Class H. 

Skim milk and butterfat are not used 
In most products in the same proportion 
as contained in the milk received from 
producers, and therefore, should be clas¬ 
sified separately according to their sepa¬ 
rate uses. The skim milk and butterfat 
content of milk products received and 
disposed of by a handler can be deter¬ 
mined through certain testing proce¬ 
dures. Some of these products, such as 
ice cream and condensed products, pre¬ 
sent a somewhat more difficult problem 
of accounting in that some of the water 
contained In the milk as originally re¬ 
ceived has been removed. It is proposed 
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in the case of such products, that the 
respective volumes of skim milk and but* 
terfat be ascertained through the use 
of adequate plant records made avail* 
able to the market administrator or by 
the use of standard conversion factors of 
skim milk and butterfat used to produce 
such products. The accounting proce¬ 
dure to be used In the case of any con¬ 
centrated product such as condensed 
milk or nonfat dry milk solids should be 
based on the pounds of milk or skim milk 
required to produce such product. 

Butterfat and skim milk used to pro¬ 
duce Class n products, except cream, 
should be considered to be disposed of 
when the product is made. Handlers 
will, of course, need to maintain inven¬ 
tory records on such products to facili¬ 
tate audit of their utilization records by 
the market administrator. Fluid cream 
is excepted in this procedure to assure 
producers fullest protection in the classi¬ 
fication of their milk. Cream may be 
added to products classified in Class I 
for the purposes of reconstituting or 
for increasing the butterfat content 
thereof. Such disposition of fluid cream 
is similar to that of other butterfat in 
Class I and producers should be assured 
of returns commensurate with such use 
value. Class n products from any source 
(except cream in inventory and in re¬ 
ceipts from other fluid milk plants) used 
in the production of any product includ¬ 
ing products in Class I milk should be 
considered as a receipt of other source 
milk. This will maintain priority of as¬ 
signment of current receipts of producer 
milk to Class I utilization. 

Butterfat and skim milk In the form 
of Class I products may from time to 
time, because of spoilage or as a result 
of the handler's inability to salvage route 
returns, be disposed of for livestock feed¬ 
ing. It is provided that such disposition 
shall be classified In Class n if verifiable 
evidence of such disposition is available 
to the market administrator. Skim milk 
which a handler may. from time to time, 
find necessary to dump should also be 
classified in Class H. Such disposition, 
however, can be verified only by actually 
witnessing the action and it is therefore 
provided that such classification in Class 
n shall be allowed only when the handler 
has given prior notice to the market ad¬ 
ministrator of his intention to dump, 
so that the administrator, if he so desires, 
may have the dumping witnessed. 

Each handler must be held responsible 
for a full accounting of all of his receipts 
of skim milk and butterfat in any form. 
The handler who first receives milk from 
producers should be held responsible for 
establishing the classification thereof 
and for making payments to producers. 
This principle is consistently followed 
in Federally regulated markets and is 
necessary to assure effective administra¬ 
tion of the order. 

Except in the case of shrinkage for 
which limited classification In Class H is 
provided, all skim milk and butterfat 
which is received and for which the han¬ 
dler cannot establish utilization should 
be classified as Class I. This provision is 
necessary to remove any advantage to 
handlers who fail to keep complete and 
accurate records and to assure that pro¬ 


ducers receive full value for their milk on 
the basis of its use. Accordingly, the 
burden of proof must rest on the handler 
to establish the utilization of any milk as 
other than Class L 

As previously indicated classification of 
butterfat and skim milk used in the pro¬ 
duction of Class H products (except 
cream) should be considered to have been 
established when the product is made. 
Classification of milk used to produce 
Class I products and fluid cream should 
be established when such products are 
actually disposed of. Classification of 
such products disposed of by transfer to 
another plant should, under certain cir¬ 
cumstances. be determined on the basis 
of their utilization In the transferee 
plant. 

Milk and skim milk in the form of any 
Class I product or of fluid cream trans¬ 
ferred by a handler to the fluid milk 
plant of another handler, except that of 
a producer-handler, should be classified 
as Class I unless both handlers indicate 
in their reports to the market adminis¬ 
trator that such classification should be 
Class IL However, sufficient Class II 
utilization must be available in the trans¬ 
feree plant for such agreement after the 
prior allocation of shrinkage, other 
source milk, and inventory of fluid cream 
and Class I products on hand at the be¬ 
ginning of the month. If either handler 
had other source milk during the month 
the assignment of fluid cream and Class I 
products so transferred during the 
month should be made in the manner 
which would allocate the greatest pos¬ 
sible Class I utilization to the producer 
milk of both handlers. 

As previously stated elsewhere In tills 
decision butterfat or skim milk trans¬ 
ferred in the form of any Class I prod¬ 
uct to a producer-handler should be 
classified In Class I and should not be 
subject to reclassification. 

Milk and skim milk disposed of to a 
nonfluid milk plant, either by transfer 
or diversion, should be Class I milk, un¬ 
less specified conditions are met Util¬ 
ization In Class n should be certified by 
both the transferor in his regular month¬ 
ly report to the market administrator 
and by the transferee In writing to the 
market administrator on or before the 
8th day of the month following such 
transaction. The operator of the non- 
fluid milk plant must maintain books 
and records showing the utilization of all 
skim milk and butterfat at his plant 
which books and records must be made 
available to the market administrator, 
if requested, for the purpose of verifica¬ 
tion and the transferee plant to which 
the milk was moved must have an equiv¬ 
alent use in Class n. Provision for ver¬ 
ification by the market administrator is 
reasonable and necessary to assure that 
producer milk will be paid for in accord¬ 
ance with its utilization. 

The class prices established by the or¬ 
der apply only to producer milk. Ac¬ 
cordingly. since a plant may receive skim 
milk or butterfat from sources other 
than producer milk a procedure must be 
established whereby it may be deter¬ 
mined what quantities in each class shall 
be assigned to producer milk. Hie milk 
of producers who are the regular sup¬ 


pliers of milk for the Wilmington mar¬ 
ket should be given priority in the 
assignment of Class I utilization at regu¬ 
lated plants. It is recognized that some 
supplemental milk may be needed dur¬ 
ing the short production months. When 
such milk is received it should be assigned 
to Class H milk first. Unless this pro¬ 
cedure is followed there can be no as¬ 
surance that such milk would not be 
used to displace producer milk in Class 
I when it was advantageous to the pur¬ 
chasing handler. If the order permitted 
handlers to obtain other source milk (or 
Class I use whenever It was advanta¬ 
geous to do so while producer milk in the 
plant was utilized in Class II the order 
would not be effective in carrying out 
the purposes of the act and the market 
would be deprived of a dependable sup¬ 
ply of milk. This procedure of alloca¬ 
tion should In no way Jeopardize a han¬ 
dler's ability or willingness to obtain 
other source milk if such milk is actu¬ 
ally needed because of a shortage of 
regular producer milk. 

If after making the various assign¬ 
ments of skim milk and butterfat pur¬ 
suant to the allocation provisions of the 
order, the total of all Class I and Claw 
n milk assigned to producer milk exceeds 
the amount of producer milk reported 
to have been received by the handler (or 
whose fluid milk plant(s) the computa¬ 
tion is being made, such "overage* 
should be assigned first to the available 
Class n utilization and any remainder 
to Class I. Such overage should be paid 
for by the handler at the applicable cla» 
prices. In the allocation procedure rec¬ 
ognition is taken of all receipts of other 
source milk reported by the handler. 
When utilization records indicate a dis¬ 
position greater than receipts it must be 
presumed that the handler has under¬ 
reported his receipts of producer milk. 
This '‘overage" is thus charged to him at 
the applicable prices in the lowest avail¬ 
able class usage. 

(c) The level and method of deter¬ 
mining class prices . The basic compo¬ 
nents of the Class I pricing formula 
presently contained In the Philadelphia 
Federal order should be incorporated into 
the Wilmington order as a basis for pric¬ 
ing milk in this market. 

The normal supply area for the Wil¬ 
mington market (Chester County. Penn¬ 
sylvania, Cecil County. Maryland. New¬ 
castle and Kent Counties, Delaware) » 
also a substantial source of supply 
the adjacent Philadelphia market. To a 
lesser degree milk is also drawn from 
portions of this area for the Baltimore. 
Maryland, fluid market, for fluid market* 
in New Jersey, and to a minor extent, io« 

the Washington. D.C., fluid market Tn« 

fact that producers for all these market® 
arc intermingled within a common mux- 
shed emphasizes the need for a rauie 
delicate price alignment of 
prices with competitive prices paid 
producers supplying these neighboring 


more substantial markets. 

Over an extended period of 13 yea 
the cooperative association. 
for Its membership shipping to m 
the primary Wilmington handlers, “ * 
maintained the Wilmington price id » 
general relationship to the e» l . 
Philadelphia price. The pricing 
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has existed has generally provided an 
adequate, dependable supply of milk for 
the Wilmington market. 

The f. o. b. Wilmington plant price 
ihouid be established at a level 15 cents 
below the f. o. b. Philadelphia order 61 
plant price. 

Proponents urged that a 12-cent differ¬ 
ential be adopted* contending that this 
has been the historical difference which 
has existed in prices between the two 
markets. Actually Inter-State in the 
past has used the effective Philadelphia 
price as a basis of pricing milk in the 
Wilmington market. In every month 
since October 1953 this price has been 
the Pennsylvania State Milk Commis¬ 
sion price. This basis of pricing has 
tended to narrow the differential in re¬ 
lation to the Philadelphia Federal order 
price. This has been more than offset, 
however, by the fact that a substantially 
different accounting procedure has been 
employed in Wilmington. The record is 
dear that the pricing and accounting 
procedure recommended by Inter-State, 
and generally similar to that effected by 
the Federal order in the Philadelphia 
market, would result In substantially in¬ 
creased milk cost variously estimated at 
from 10 to 17.4 cents per hundred¬ 
weight. 

The accounting procedure herein rec¬ 
ommended is essentially similar to that 
proposed by producers and would result 
in some Increase in costs of milk to han¬ 
dlers. This increase in cost Is the result 
of a full accounting of both butterfat and 
iklm milk and the subsequent classifi¬ 
cation in accordance with actual use. 

It appears that the establishment of 
the Wilmington Class I price 15 cents 
under the Philadelphia price will main¬ 
tain an appropriate alignment with the 
Philadelphia market and should be suffi¬ 
ciently high to maintain an adequate 
supply of local milk for the market. In 
the absence of complete data on utiliza¬ 
tion for all handlers It is Impossible to 
predict exactly how average market 
Wended prices as between Philadelphia 
^td Wilmington would compare. In 
this connection both Philadelphia and 
ihe proposed Wilmington order would 
operate on the basis of individual han¬ 
dler pools and it is questionable whether 
wch comparison would have any sub¬ 
stantial significance. Such comparison 
CI * the basis of Individual dealer blended 
Pnces paid in competing areas would be 
more meaningful. However, even in this 
o*** variations in utilization w r ould re- 
jWt in substantially different blends. It 
appears desirable to strive, for a reason- 
i alignment of class prices and de¬ 
pend on differences in utilization and 
Muiting blends to distribute milk among 
nandim and markets. 
m Philadelphia Class I pricing for- 
*huu Y*? a ^PPly-dcmand mechanism 
.^ s * nten ded to Increase or decrease, 
Pectively, the price whenever the re- 
* rom Producers during a 
receding 12-month period are less than 
Percent or more than 137 percent of 
iu, 1 ***** hi such period. However, 
aff *^f ply *demand adjustor has never 
ted the Class I price since its adop¬ 
ts and lts appropriateness for 

Wilmington markets was not cstab- 
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llshed. This supply-demand adjustor 
w r as developed to reflect conditions in 
the Philadelphia market and gives no 
weight to Wilmington conditions. While 
it is likely that any supply-demand ad¬ 
justor for Wilmington must give recogni¬ 
tion to the Philadelphia situation, it is 
desirable that localized market condi¬ 
tions be adequately reflected. Little con¬ 
sideration was given to this point at the 
hearing and it is concluded therefore, 
that a supply-demand adjustment pro¬ 
vision should be given consideration at 
an amendment hearing at such time as 
adequate experience in the operation of 
the order has been realized and statis¬ 
tical data necessary for its proper formu¬ 
lation are available. At such a hearing 
it would be timely and appropriate to re¬ 
view the operation of the formula as 
herein provided. Provision is made 
therefore that the Class I pricing for¬ 
mula in the attached order shall not be 
effective beyond August 31.1957. Such a 
provision will assure a reappraisal of the 
level of Class I price within a reasonable 
period after the order becomes effective. 

No special pricing should be provided 
for Class I milk sold outside the Wilming¬ 
ton marketing area. Handlers proposed 
that milk sold by Wilmington handlers 
outside of the Wilmington marketing 
area into that part of Delaware lying 
south of the Chesapeake and Delaware 
Canal be priced 25 cents below the price 
established for milk sold within the mar¬ 
keting area. Producers proposed that 
milk sold outside the marketing area 
into another regulated area where prices 
are ascertainable by the market admin¬ 
istrator be priced at the price applicable 
In such other area. 

The marketing area herein provided 
encompasses virtually that area proposed 
by Wilmington handlers, which area, the 
record indicates, is the natural market¬ 
ing area for such handlers and that area 
in which they do their substantial busi¬ 
ness. Handlers stated that they do some 
business in the area beyond the canal in 
competition with milk purchased from 
dairy farmers at prices lower than those 
which have been effective for milk dis¬ 
posed of in the Wilmington market. 
They further point out that the coopera¬ 
tive association has recognized this sit¬ 
uation and has In the past provided milk 
for this outside area at a price 25 cents 
below the Wilmington price. 

Tile price effective under the Wilming¬ 
ton order should be established at a level 
which will bring forth a supply adequate 
to meet the demands of the marketing 
area but not necessarily to fulfill the re¬ 
quirements of outside markets at prices 
different from the price established for 
the marketing area. Milk produced for 
sale in the Wilmington market must meet 
certain sanitation and health standards 
and these standards apply to all pro¬ 
ducer milk regardless of where it may be 
sold. Inferior health and sanitation re¬ 
quirements in markets outside the mar¬ 
keting area might result in lower costs 
of producing milk for those markets only, 
but would have no effect on the produc¬ 
tion cost of producer milk sold to Wil¬ 
mington handlers. The fixing of a low er 
price for milk sold In other mnrkets could 
have a depressing effect on the price paid 
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farmers by competing unregulated dis¬ 
tributors in such markets. 

It is not intended that Federal regula¬ 
tion shall provide a basis whereby reg¬ 
ulated handlers may use adjacent outside 
markets os a dumping ground for milk 
excess to their market area needs. Such 
an action would tend to lower the 
blended returns to producers with the 
result that prices of milk sold within the 
market might have to be raised to pro¬ 
vide incentive for the production of a 
sufficient supply to fulfill the market 
needs. In this connection, the local con¬ 
sumers should not be called upon to sub¬ 
sidize consumers in out-of-area markets. 

Producer prices in other regulated 
markets in which Wilmington handlers 
may wish to sell may be either higher or 
lower than such prices in the Wilming¬ 
ton market. In establishing the level of 
price in a Federal order market consid¬ 
eration is given to prices being paid for 
milk in competing adjacent markets. 
Under usual circumstances the varia¬ 
tions in basic prices for milk of similar 
quality and use in various Federal mar¬ 
kets reflect differences in transportation 
cost s. These basic prices may be ad¬ 
justed to reflect differences in season¬ 
ality of production and the local supply- 
demand situation. This general align¬ 
ment of prices as between orders will 
tend to maintain equity between handlers 
affected and no further provision is 
necessary in this regard. 

The Class H price under the Wilming¬ 
ton order should be established on the 
same basis as is presently used in the 
pricing of Class II milk under the Phila¬ 
delphia market. 

Some milk in excess of Class I re¬ 
quirements Is necessary in order to 
maintain an adequate supply of fluid 
milk for the market on an annual basis. 
The Class II price for such milk, excess 
to Class I needs, should be maintained 
at the highest level consistent with fa¬ 
cilitating its movement to manufactur¬ 
ing outlets when it is not needed in the 
market for Class I purposes. It should 
not be established at a level sufficiently 
low to encourage handlers to procure 
milk supplies solely for the purpose of 
converting them into Class II products. 

Most handlers who would be regulated 
under the proposed order have extremely 
limited facilities for handling any milk 
above that needed for their day-to-day 
fluid operations. A few handlers manu¬ 
facture such by-products as cottage 
cheese and Ice cream for their own use. 
However, most of the milk not needed for 
fluid distribution on the market must be 
transferred or diverted from the plant at 
which it is usually received to plants out¬ 
side the market for processing. 

The regular Class II pricing which has 
prevailed In the Philadelphia market 
has been effective in promoting the dis¬ 
position of milk in excess of fluid needs 
during most of the year while at the 
same time returning to producers a com¬ 
petitive use value for such milk. The 
Philadelphia price is maintained in gen¬ 
eral alignment with the New York price 
and the price in surrounding areas un¬ 
der State regulation. Milk excess to 
fluid needs In the Wilmington market 
is disposed of to the same outlets used 
to handle the Philadelphia surplus or to 
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outlets competitive therewith. For this 
reason the Philadelphia regular Class n 
pricing appears equally appropriate for 
Wilmington and It would be inappropri¬ 
ate to price such milk f. o. b. Wilming¬ 
ton at a price lower than the f. o. b. 
Philadelphia price. 

Proponents proposed that a special 
surplus season pricing be provided for 
all Class II milk which is disposed of 
other than through the fluid milk plants 
of regulated handlers. They contend 
that because local manufacturing facili¬ 
ties are so limited it has been necessary 
in the past that this milk be priced 
through bargaining between the coop¬ 
erative and the individual dealers. Such 
prices have been at or below the special 
sub-Class n price which has been part 
of the Philadelphia order from time to 
time. 

It is unnecessary to price milk utilized 
in the plants of regulated handlers dif¬ 
ferently from milk disposed of for simi¬ 
lar uses by diversion or transfer to other 
plants. Under usual circumstances the 
regular Class n pricing herein provided 
should permit full disposition of all milk 
excess to Class I needs. This Class n 
pricing is established on the basis of 
competitive market values of skim milk 
and butterfat for manufacturing uses 
and it is difllcult to foresee why quality 
milk produced for a Grade A fluid mar¬ 
ket should not command at least the 
price for ungraded milk for manufac¬ 
turing uses. It is. therefore, concluded 
that no special surplus pricing need be 
established under the Wilmington order 
on the basis of this record. 

Proponents proposed that handlers be 
required to pay premiums for milk re¬ 
ceived as “premium Grade A." Both 
the Wilmington and Delaware State 
health regulations require that such milk 
meet the some production standards as 
regular Grade A except with reference 
to maximum bacteria count, tempera¬ 
ture. and butterfat requirements. The 
record indicates that handlers have paid 
premiums of from 20 to 40 cents per 
hundredweight for premium milk, but 
only on such volumes as were needed to 
meet market demands for such milk. 
Roughly 90 percent of all of the milk 
In the market la received as regular 
Grade A. The total volume of “premium 
Grade A“ milk thus represents only a 
verV small proportion of total producer 
receipts. The establishment of quality 
premiums under the order would create 
serious administrative difficulties for the 
market administrator in ascertaining 
producer eligibility in and satisfying 
himself that the premiums were prop¬ 
erly paid to eligible producers. Quality 
premiums w-ere not an issue In the break¬ 
down of bargaining between producers 
and handlers. The payment of such 
premiums appears to be a problem which 
can more properly be handled outride 
the order by negotiations between the 
cooperative and the handlers. 

The pricing scheme herein proposed 
for the Wilmington market is intended 
to bring forth an adequate, but not ex¬ 
cessive. supply of pure and wholesome 
milk for the market. The accounting on 
the basis of skim milk and butterfat. the 
basic class prices and the butterfat 
differentials proposed herein give pro- 
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ducors assurance of returns commen¬ 
surate with the use value for their milk. 
The prices under Federal regulation are 
minimum prices and there is nothing to 
preclude handlers from paying higher 
prices if they so desire. It is therefore 
concluded that no provision requiring 
payment of quality premiums is neces¬ 
sary under the Wilmington order. 

Since skim milk and butterfat are 
being accounted for separately for classi¬ 
fication purposes it is necessary to adjust 
the Class I and Class II prices of milk 
in accordance with the average test of 
milk in each class by a butterfat differ¬ 
ential which will reflect variations in 
value due to variations in butterfat con¬ 
tent. Such differential should be com¬ 
puted on the basis of the butterfat value 
determined in the computation of the 
Class II price. Producer proponents 
proposed that this procedure be used in 
determining only the value of differential 
fat in all Class II milk and in Class I 
milk with a butterfat content of less 
than three percent or more than six 
percent. For Class I milk testing from 
three to six percent they would use a 
flat flve-cent differential. 

The pricing scheme herein proposed 
would provide similar pricing for all milk 
disposed of In Class L The sanitary 
regulations of the city of Wilmington 
and of the State of Delaware permit 
standardization of milk for consumer 
use. Accordingly there Is no reason why 
each pound of butterfat received in pro¬ 
ducer milk and disposed of for Class I 
use should not be similarly priced. Un¬ 
der usual circumstances milk disposed 
of for fluid usee commands a higher price 
than milk disposed of for manufacturing 
purposes. This principle is generally 
recognized in milk pricing and reflects 
the greater costs of producing quality 
milk for fluid uses. Under such circum¬ 
stances it is inappropriate to price even 
a portion of the butterfat in Class I milk 
below that fixed for Class II butterfat. 

The butterfat differential herein pro¬ 
posed reflects a fair competitive price 
for butterfat and the procedure for 
determining such differential assures its 
continued relationship to such price. 
The use of central market cream and/or 
butter prices to reflect values of butter¬ 
fat in milk for adjusting for butterfat 
variations is a standard practice in most 
fluid milk markets. The basing point 
from which such adjustments are made 
in this market should be 3.8 percent 
butterfat which represents the approxi¬ 
mate average test at which all regular 
Grade A milk from producers is received. 
In earlier years the average test of pro¬ 
ducer receipts in the market was approx¬ 
imately four percent. The record 
indicates, however, that there has been 
a steady decline in this average test since 
1950 and in the 12-month period June 
1954 through May 1955 the average test 
was 3.86 percent. When receipts of 
premium Grade A are excluded the aver¬ 
age test is very close to 3.8 percent. 
During the same period there has been 
a similar, but less pronounced drop in 
the average test of milk disposed of in 
Class L During the June 1954-May 1955 
period the average test of Class I milk 
disposed of by Wilmington handlers was 
3.6 percent. 


While proponents contend that a dif¬ 
ferent basis of computing butterfat dif¬ 
ferentials under the Wilmington order 
from that under the Philadelphia order 
would be a very disturbing factor in the 
market it is concluded that the two 
markets are sufficiently segregated, and 
the basic prices sufficiently related, that 
no serious difficulty should exist in this 
regard. 

Location differentials should be estab¬ 
lished for milk received at fluid milk 
plants located a substantial distune* 
from the marketing area. Such differ¬ 
entials recognize the principle that milk 
similarly used and located should be 
similarly priced. Milk which originates 
nearest the market should command a 
higher price than milk more distantly 
located in order to reflect the differences 
in cost of transporting it to the market¬ 
ing area. No advantage can be accorded 
any particular group of producers if the 
location differentials established realis¬ 
tically reflect only differences In trans¬ 
portation cost. 

Since there are presently no receiving 
stations in the market no consideration 
need be given to differentials for plants 
within the radius from which milk 
should normally move direct from farm 
to city plant. Accordingly, it U con¬ 
cluded that no differential should be 
established on Class I milk received at 
plants located within a 45-mile radius of 
Wilmington. In the case of plants lo¬ 
cated 45 miles from the Wilmington City 
Hall it is concluded that a differential on 
Class I milk of 20 cents plus one cent for 
each additional 10 miles distance, or 
fraction thereof, which such plant Is 
located from Wilmington should be ap¬ 
propriate. Under this scheme a plan* 
located 46 miles from Wilmington would 
carry a 21-cent differential and one lo¬ 
cated 75 miles away would carry a 23- 
cent differential. Such differential will 
tend to equalize prices between Wilming¬ 
ton and Philadelphia plants at compet¬ 
ing points. 

Milk may be received at a fluid milk 
bottling plant direct from producers as 
well as from one *>r more receiving 
plants. Under such circumstances it u 
necessary to designate an assignment se¬ 
quence which will protect producers from 
unnecessary transportation costs involv¬ 
ing transfers for other than Class I uses. 
It is provided, therefore, that for pur¬ 
poses of computing allowable Class i 
location differentials, the Class I disposi¬ 
tion from a fluid milk pasteurizing or 
bottling plant shall first be assigned w 
direct producer receipts and any remain¬ 
ing Class I use shall be assigned to re¬ 
ceipts from other fluid milk plants m 
order of their nearness to Wilmington. 

It is uneconomic to transport milk for 
considerable distances for disposition 
Class II milk. The location differential 
established should encourage the pro* 
cessing of milk Into Class II P rc ** u ^? 
at the source of such milk. Producer* 
supplying milk for the fluid morse 
should not be required to bear the 
of transporting whole milk to city P 1:in 
for manufacture. In order to assuro L* 
most economical movements of mil* 
location differentials established ** ;0UJ 
encourage the movement of nearby mi 
to the fluid market first. For these res* 
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ion? It is concluded that differentials on 
CUss n milk should not be established 
for plants within 70 miles of Wilmington. 
In the case of plants located beyond this 
point a differential of five cents per hun¬ 
dredweight plus one cent for each addi¬ 
tional 70-mile distance or fraction there¬ 
of from Wilmington should apply. Such 
differential should reflect the cost of 
moving milk In the form of cream and 
ikim milk powder and will promote con¬ 
tinued price alignment between Phila¬ 
delphia and Wilmington receiving plants 
located substantial distances from the 
market. 

The pricing provisions herein pro¬ 
posed utilize a number of reported prices 
and indexes from various specified 
sources. Prom time to time it is possible 
that such individual prlce(s) or index 
may not be reported or published. Under 
such circumstances it is necessary to pro¬ 
vide that the market administrator shall 
use a price or Index determined by the 
Secretary to be equivalent to or com¬ 
parable with the unreported or unpub¬ 
lished factor or price. 

<d> Distribution of the proceeds to 
producer#. The order should provide for 
the distribution of returns to producers 
on the basis of an Individual-handler 
type of pooling. Under individual-han¬ 
dler pooling each handler’s obligations 
art the same as under a marketwide type 
or pooling. Each handler must pay for 
all milk received from producers at the 
ipecifled class prices in accordance with 
the actual utilization of such milk in his 
plant i s >. All producers delivering milk 
to a particular handler are paid the 
blended price resulting from such han¬ 
dlers utilization instead of being paid a 
blended price equal to the average utili¬ 
zation of all handlers in the market. The 
order provisions are written to require 
to the case of a handler operating more 
than one fluid milk plant, the operation 
of a single pool for all producers deliv¬ 
ering to his several plants. 

Both producers and handlers favor In¬ 
dividual-handler pools on the basis that 
this has been the manner in which the 
market historically has operated. The 
Wilmington market is a small market 
the individual handlers operating 
therein have generally relied upon their 
own initiative in soliciting supplies when 
or of disposing of milk excess to 
fluid needs. The surplus handling fa¬ 
cilities in the market are virtually non- 
^tatent and consequently no handler is 
jn • position to assume large responsi¬ 
bility for surplus disposal for the mar¬ 
ket The utilization of all handlers is 
**** high and accordingly there has been 
no wide disparity in returns to producers, 
under these circumstances it is con- 
«nded that an individual-handler type 
Pooling, as urged by both producers 
no handlers, will satisfactorily sene 
we market at this time. 

or <ler should provide that each 
•**nnler pay each producer for milk re- 
* rom 5X1011 Producer, and for which 
^™ eiu Is not made to a cooperative 
relation, at not less than his uniform 
or the 15th day after 

°* each mon th. Since it is the 
in the market to pay producers 
r*Qi-month]y. provision should be made 
* partial payment to such producers 
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on or before the last day of each month, 
for milk delivered during the first 15 
days of such month, at not less than the 
Class IT price per hundredweight for the 
preceding month. No adjustment for 
butterfat is required on such partial pay¬ 
ment 

Producers proposed that the Initial 
partial payment for milk delivered during 
the first 15 days be at the handler’s esti¬ 
mate of his uniform price. Under such 
an arrangement the determination of the 
amount of the payment to be made would 
be entirely a decision of the handler and 
the market administrator would have 
no basis for enforcement in the event 
the handler underestimated his blend to 
his own advantage. Further, it is possi¬ 
ble under such an arrangement, in the 
case of a producer who left the market 
around the 15th of the month, that an 
overpayment made by a handler who 
overestimated his blend could not be 
recovered. The payment at the Class II 
price provides a reasonable advance for 
producers while at the same time pro¬ 
viding full protection to the handler. 
There is nothing in the order which 
would prevent a handler from making 
a more substantial payment if he so de¬ 
sired. The order provides that for the 
first month of operation the advance pay¬ 
ment shall be at the Class n price re¬ 
ported for the previous month under the 
Philadelphia order. 

Producers further proposed that the 
final payment be made on the 20th day 
of the following month. Under the 
method of determining class prices here¬ 
in proposed handlers will have ample 
time to make reports, process checks 
and make final payment by the 15th 
of the following month. All reporting 
and announcement dates herein pro¬ 
vided are directed to this end. Under 
this schedule the handlers actually re¬ 
tain monies due producers for a full 30 
days in the case of deliveries made on 
the 1st and 16th of the month and in 
any event for a minimum of 15 days in 
the case of deliveries made on the 15th 
and the 30th of the month. Under the 
individual-handler type pooling ar¬ 
rangement a handler's blended price is 
dependent solely on his own utilization 
and the market administrator is in a 
position to compute and announce his 
blended price within a short time after 
receipt of a handler’s utilization report. 
Under the circumstances a delay in final 
payment until the 20th day after the 
end of the month is unnecessary. 

In the event a handler has received 
milk from any producer which has an 
average butterfat content of more or less 
than 3.8 percent It is provided that there 
be added or subtracted, as the case may 
be. for each onc-tenth of one percent 
that such average butterfat content is 
above or below such test, a differential 
which is Identical to that which han¬ 
dlers are charged for differential fat in 
both Class I and Class XL Such differ¬ 
ential reflects the competitive value of 
butterfat and gives producers assurance 
that they are being paid for their milk 
on the basis of its use value. The use 
of a different differential would tend to 
distort the skim milk and butterfat 
values and would not equitably distribute 
returns among producers. 
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In making payments to producers for 
milk received at plants located at least 
45 miles from the City Hall at Wilming¬ 
ton the applicable uniform price should 
be reduced 20 cents plus one cent for 
each additional 10 miles distance or 
fraction thereof which such plant is lo¬ 
cated from such plant. Such a location 
differential will reflect cost of hauling 
milk to market by an efficient means and 
should tend to distribute returns to pro¬ 
ducers fairly. 

In the case of producer milk which is 
caused to be delivered to a handler by 
a cooperative association for the account 
of such association the order should pro¬ 
vide that payment for such milk be 
made to such association. The contract 
of the cooperative association with its 
members authorizes it to collect payment 
for their milk and this is the general 
practice in the market. The act pro¬ 
vides for payments by handlers to a co¬ 
operative association of producers for 
milk delivered by them and It is con¬ 
cluded therefore, that each handler 
should, if requested in writing by a co¬ 
operative association, pay such associa¬ 
tion an amount equal to the sum of the 
individual payments otherwise payable 
to such producers. 

Provision should also be made for the 
handler, if authorized in writing by the 
producer, to make proper deductions for 
goods or services furnished to or for 
payments made on behalf of the pro¬ 
ducer. 

(e) Administrative provisions . The 
marketing agreement and order should 
provide for other general administrative 
provisions which arc common to all or¬ 
ders and which are necessary for proper 
and efficient administration of the order. 

Both handlers and producers proposed 
that the order be drafted in general lan¬ 
guage giving the market administrator 
wide discretion in the administration of 
the order. Experience under Federal 
milk orders has demonstrated the neces¬ 
sity of drafting the orders in detailed 
and specific terms which require a mini¬ 
mum of administrative interpretation 
and which give ail handlers regulated 
thereunder assurance of equal and uni¬ 
form treatment under specified circum¬ 
stances. 

In addition to the definitions discussed 
earlier in this decision which define the 
scope of regulation, definition of certain 
other terms is necessary for brevity and 
to assure that each usage of such terms 
denotes the same meaning. These in¬ 
clude the terms "act." “Secretary.” “De¬ 
partment of Agriculture.” and "person” 
which are generally common to all Fed¬ 
eral milk orders. 

Provision should be made for the ap¬ 
pointment by the Secretary of a market 
administrator, and should define his 
powers and duties, prescribe the infor¬ 
mation to be reported by handlers each 
month, set forth the rules to be followed 
by the market administrator in making 
computations required by the order, and 
provide for liquidation of the order in 
the event of its suspension or termina¬ 
tion. 

The powers of the market adminis¬ 
trator as set forth in the order are 
specifically provided for In section 8c (7) 
<C> of the Agricultural Marketing Agree- 




491 


PROPOSED RULE MAKING 


ment Act of 1937. as amended, and the 
proposed language is essentially that of 
the statutory language. The duties or 
the market administrator as set forth 
are essentially those which are found in 
all Federal milk marketing orders and 
are necessary to define specifically the 
responsibility of the market administra¬ 
tor. 

Handlers should be required to main¬ 
tain adequate records of their operations 
and to make reports necessary to estab¬ 
lish classification of producer milk and 
the payments due therefor. Time limits 
must be provided for filing such reports 
and for making the payments to 
producers. 

Handlers should maintain and make 
available to the market administrator 
all records and accounts of their opera¬ 
tions together with facilities which are 
necessary to determine the accuracy of 
information reported to the market ad¬ 
ministrator or any other Information 
upon which the classification of pro¬ 
ducer milk depends. The market ad¬ 
ministrator must likewise be permitted 
to check the accuracy of weights and 
tests of milk and milk products received 
and handled, and to verify all payments 
required under the order. 

In addition to the regular reports re¬ 
quired of handlers, provision is made for 
a handler to notify the market adminis¬ 
trator when he intends to import other 
source milk and when he discontinues re¬ 
ceipt of such milk, and when milk is 
first received from any producer. Such 
information is necessary to enable the 
market administrator to keep current 
check on all producers. Such informa¬ 
tion on a marketwide basis also may 
assist handlers in locating local sources 
of producer milk and may facilitate the 
transfer of milk among producers. 

It is necessary that handlers retain 
records to prove utilization of all milk 
and that proper payments were made 
to producers. Since books and records 
of all handlers cannot be audited imme¬ 
diately after the milk is delivered to a 
plant it is necessary that the handler be 
required to retain such records for a rea¬ 
sonable time. 

The order should provide limitations 
in the period of time handlers shall be 
required to retain such books and rec¬ 
ords and on the period of time in which 
obligations under the order shall termi¬ 
nate. Provision made in tills regard is 
identical in principle with the general 
amendment made to all milk orders in 
operation on July 30, 1947, following the 
Secretary's decision of January 26. 1949 
(14 P. R. 444). That decision covering 
retention of records and limitation of 
obligations is equally applicable in this 
situation and official notice thereof 1ms 
been taken in the preparation of this 
decision. 

Each handler should be required to 
pay the market administrator, as his pro 
rata share of the cost of administering 
the order, not more than five cents per 
hundredweight, or such lesser amount as 
the Secretary may from time to time 
prescribe, on (a) all receipts of producer 
milk (including such handler's own pro¬ 
duction) and (b) other source milk in 
his fluid milk plant(s) which is classi¬ 
fied as Class I milk. 


The market administrator must have 
sufficient funds to enable him to ad¬ 
minister properly the terms of the order. 
The act provides that such cost of ad¬ 
ministration shall be financed through 
an assessment on handlers. One of the 
duties of the market administrator is 
to verify the receipts and disposition 
of all milk. The record Indicates that 
at certain times of the year other source 
milk may be necessary to supplement lo¬ 
cal producer supplies of milk. Equity in 
sharing the cost of administration of the 
order among handlers will be achieved 
therefore, by applying the administra¬ 
tive assessment to all producer milk and 
to other source milk allocated to Class L 

Proponents suggested an administra¬ 
tive assessment of two cents per hun¬ 
dredweight on the basts of experience 
under the Philadelphia order. The 
volume of milk which would be regulated 
under the Wilmington order is roughly 
only five percent of that regulated under 
the Philadelphia order and accordingly 
it would be inappropriate to establish an 
assessment rate under this order on the 
basis of the Philadelphia rate. Experi¬ 
ence under the Federal order program 
indicates that in a small market like 
Wilmington a rate of five cents per hun¬ 
dredweight may be necessary to provide 
the needed administrative funds. 

It is contemplated that in the adminis¬ 
tration of the order the market admin¬ 
istrator will do such checking of tests 
and weights of producer receipts as is 
necessary to assure himself that pro¬ 
ducers are receiving full use value for 
ail milk delivered. It is also contemplated 
that the administrator will do such test¬ 
ing of finished products as is necessary 
to assure himself that handlers are ac¬ 
curately reporting disposition of skim 
milk and butterfat received. In addition 
the administrator should compile and 
release, for the beneflt of producers, han¬ 
dlers and consumers, such market infor¬ 
mation as is not confidential, and which 
will facilitate the orderly and efficient 
production and marketing of milk in the 
market. These functions are all prop¬ 
erly a part of the administration of the 
order and sufficient administrative funds 
must be provided to permit their 
execution. 

The rate herein established is a maxi¬ 
mum-rate and In no way deters the 
setting of a lesser rate if the Secretary 
later determines that a lesser rate will 
suffice. 

General findings, (a) The proposed 
marketing agreement and order and all 
of tlie terms and conditions thereof will 
tend to effectuate the declared policy of 
the act; 

<b) The parity prices of milk as deter¬ 
mined pursuant to section 2 of the act 
are not reasonable in view of the price of 
feeds, available supplies of feeds, and 
other economic conditions which affect 
market supply of and demand for milk In 
the marketing area, and the minimum 
prices specified in the proposed market¬ 
ing agreement and order are such prices 
as will reflect the aforesaid factors, in¬ 
sure a sufficient quantity of pure and 
wholesome milk, and be in the public 
interest; and 

(c) The proposed order will regulate 
the handling of milk in the same manner 


as. and will be applicable only to persons 
in the respective classes of industrial and 
commercial activity specified in a mar* 
keting agreement upon which a hearing 
has been held. 

Rulings on proposed findings and con¬ 
clusions. Briefs were filed on behalf of 
interested parties. The briefs contained 
proposed findings of fact, conclusions and 
argument with respect to the proposals 
discussed at the hearing. Every point 
covered in the briefs was carefully con¬ 
sidered along with the evidence in the 
record in making the findings and reach¬ 
ing the conclusions hereinbefore set 
forth. To the extent that such suggested 
findings and conclusions contained in the 
briefs are inconsistent with the finding* 
and conclusions contained herein the re¬ 
quests to make such findings or to reach 
such conclusions are denied on the basis 
of the facts found and stated in connec¬ 
tion with the conclusions in this decision 

Recommended marketing agreement 
and order . The following order is rec¬ 
ommended as the detailed and appropri¬ 
ate means by which these conclusions 
may be carried out. The proposed mar¬ 
keting agreement is not included in this 
decision because the regulatory pro¬ 
visions thereof would bo the same as 
those contained in the proposed order; 

DEFINITIONS 

$ 1010.1 Act . "Act" means Public 
Act No. 10. 73d Congress, as amended 
and as reenacted and amended by the 
Agricultural Marketing Agreement Act 
of 1937, as amended <7 U. S. C. 601 et 
seq.). 

91010.2 Secretary, "Secretary* 
means the Secretary of Agriculture or 
any officer or employee of the United 
States authorized to exercise the pavers 
and to perform the duties of the Secre¬ 
tary of Agriculture. 

5 1010.3 Department of Agriculture. 
“Department of Agriculture" means the 
United States Department of Agriculture 
or any other Federal agency as may 1# 
authorized by Act of Congress, or by 
Executive order, to perform the price re¬ 
porting functions of the United State* 
Department of Agriculture. 

$1010.4 Person. "Person" mean* 
any individual, partnership, corporation, 
association, or other business unit. 

9 1010.5 Wilmington. Delatturc. «® 
marketing area. "Wilmington, D* ia * 
ware. Marketing Area," hereinafter 
called "the marketing area." means an 
of that territory situated within a»a 
bounded on the north, cast and wostoy 
the boundary line of the State of D?} 1 * 
ware, and on the south by the Chesa¬ 
peake and Delaware Canal, all of vrnen 
area lies within New Castle County* 
Delaware. 

11010.6 Cooperative astoctoti* 
"Cooperative association" means any 
cooperative marketing association ® 
producers which the Secretary " 
mines, after application by the assoc* • 
tion; . 0 

(a) To be qualified under the P™" 
sions of the act of Congress of 
18.1922, as amended, known as the w 
per-Volstead Act"; and 
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<b> To have full authority In the sale 
of milk of its members and to be engaged 
in making collective sales of or market¬ 
ing milk or its products for its members. 

11010.7 Fluid milk plant. ’Fluid 
milk plant” means (a) any pasteurizing 
or bottling plant from which milk is dis¬ 
posed of during the month as Class I 
milk in the marketing area on routes ( in¬ 
cluding routes operated by vendors) or 
through plant stores to retail or whole¬ 
sale outlets (except other fluid milk 
plants); < b) any plant during the months 
of January through August, from which 
shipments of Grade A milk or skim milk 
classified as Class I milk, are made dur¬ 
ing the month to a plant qualified pur¬ 
suant to paragraph <a) of this .section, 
snd (c) any plant during the months of 
September through December from 
which shipments of Grade A milk or skim 
milk, classified as Class I. are made on 
more than ten days during the month 
to a plant qualified pursuant to para¬ 
graph (a) of this section. 


11010 8 Nonfluid milk plant. -Non- 
fluid milk plant* 4 means any milk manu¬ 
facturing, processing or bottling plant 
other than a fluid milk plant. 

11010.9 Handler. -Handler**, means 

(a) any person in his capacity as the 
operator of one or more fluid milk plants, 
or ib> any cooperative association with 
respect to producer milk diverted by It 
from a fluid milk plant to a nonfluid milk 
plant for the account of such association* 

11010.10 Producer. "Producer" 
means any person, except a producer- 
handler. who produces milk which is re¬ 
ceived at a fluid milk plant: Provided, 
That if such milk is diverted for his ac¬ 
count by a handler from a fluid milk 
plant to a nonfluid milk plant it shall be 
deemed to have been received by the di¬ 
recting handler at a fluid milk plant at 
the location of the plant from which it 
^ diverted. 

11010 11 Producer milk. -Producer 
®ilk means only that skim milk or but- 
wat contained In milk (a> received at 
J niilk plant directly from pro¬ 
ducers, or <b) diverted from a fluid milk 
Plant to a nonfluid milk plant in accord- 
£* with the conditions set forth in 
11010 . 10 . 


11010.12 Other source milk. -Other 
Jdurce milk’* means all skim milk and 
autterfat contained in: 

<a» Receipts during the month in the 
of fluid cream and of products des- 
** Class I milk pursuant tc 
(a> except such products 
;^ived from another fluid milk plant 
***** th *n that of a producer-handler), 
*** Producer milk; and 
JSP Pr <xiucts designated as Class H 
25««lo|10iMl <b) (1) (other 
nuid cream as provided In subpara- 
<a) of this paragraph) from 
D[ftnf*° Urce 1 deluding those from a 
DP °^ rn Production) which are re- 
urt or conver ted to another prod* 
^during the month. 


Producer-handler. “Pro- 
IK ® er * mt ‘ ana any person who 
mill* t a dairy farm and fluid 

Plant from which Class I milk Is 


disposed of in the marketing area, but 
who receives no milk from other dairy 
farmers. 


> 


MARKET ADMINISTRATOR 

8 1010.20 Designation. The agency 
for the administration of this part shall 
be a market administrator, selected by 
the Secretary, who shall be entitled to 
such compensation as may be determined 
by, and shall be subject to removal at 
the discretion of, the Secretary. 

88 1010.21 Powers. The market ad¬ 
ministrator shall have the following 
powers with respect to this order: 

(a) To administer its terms and pro¬ 
visions: 

(b) To receive, investigate, and re¬ 
port to the Secretary complaints of vio¬ 
lations; 

(c) To make rules and regulations to 
effectuate its terms and provisions; and 

(d> To recommend amendments to the 
Secretary. 

f 1010.22 Duties. The market ad¬ 
ministrator shall perform all duties nec¬ 
essary to administer the terms and pro¬ 
visions of this order, including but not 
limited to the following: 

(a) Within 45 days following the date 
on which~he enters upon his duties, or 
such lesser period as may be prescribed 
by the Secretary, execute and deliver to 
the Secretary a bond, effective as of the 
date on which he enters upon his duties 
and conditioned upon the faithful per¬ 
formance of such duties, in an amount 
and with surety thereon satisfactory to 
the Secretary; 

(b) Employ and fix the compensation 
of such persons as may be necessary to 
enable him to administer its terms and 
provisions; 

(c) Obtain a bond in a reasonable 
amount, and with reasonable surety 
thereon, covering each employee who 
handles funds entrusted to the market 
administrator; 

<d> Pay, out of the funds provided by 
8 1010.84, (1) the cost of his bond and of 
the bonds of his employees. (2) his own 
compensation, and (3) all other expenses 
necessarily incurred by him in the main¬ 
tenance and functioning of his office 
and in the performance of his duties; 

(e) Keep such books and records as 
will clearly reflect the transactions pro¬ 
vided for in this part. and. upon request 
by the Secratary. surrender the same to 
his successor or to such other person as 
the Secretary may designate; 

(f) Publicly disclose to handlers and 
producers, at his discretion, the name 
of any person w r ho, within five days after 
the day upon which he is required to 
perform such acts, has not made (1) 
reports pursuant to 88 1010.30 and 
1010.31, or <2> payments pursuant to 
88 1010.80 through 1010.84. 

<g) Submit his books and records to 
examination by the Secretary, and fur¬ 
nish such information and reports as 
may be required by the Secretary. 

(h> Prepare and make available for 
the benefit of producers, consumers, and 
handlers, general statistics and infor¬ 
mation concerning the operation of tills 
part; 

U) Verify all reports and payments by 
each handler by audit, if necessary, of 


such handler’s records and the records 
of any other handler or person upon 
whose utilization the classification of 
skim milk and butterfat for such han¬ 
dler depends: and 

<J) On or before the date specified, 
publicly announce by posting in a con¬ 
spicuous place in his office and by such 
other means as he deems appropriate 
the following; (1) The 8th day of each 
month, the Class n price and the han¬ 
dler butterfat differential, both for the 
preceding month: (2) the 27th day of 
the month preceding the start of each 
calendar quarter, the Class 1 price for 
such calendar quarter; and <3) the 12th 
day after the end of each month, the 
uniform price for each handler, com¬ 
puted pursuant to 8 1010.71 and the pro¬ 
ducer butterfat differential both for the 
preceding month. 

REPORTS. RECORDS AND FACILITIES 

8 1010.30 Reports of receipts and uti¬ 
lization . On or before the 8th day after 
the end of each month each handler, 
except a producer-handler, shall report 
for each of his fluid milk plants for such 
month to the market administrator in 
the detail and on forms prescribed by 
the market administrator: 

<a> The quantities of skim milk and 
butterfat contained in receipts of pro¬ 
ducer milk (including such handler’s 
own production); 

<b) The quantities of skim milk and 
butterfat contained in receipts from 
other fluid milk plants in the form of 
products designated as Class I in 
8 1010.41 (a> <1>; 

(c) The quantities of skim milk and 
butterfat contained in receipts of other 
source milk and in fluid cream; 

(d) Inventories of fluid cream and 
products designated as Class I milk pur¬ 
suant to 8 1010.41 (a) (1) on hand at the 
beginning and end of the month: and 

(e) The utilization of all skim milk 
and butterfat required to be reported 
pursuant to this section. 

8 1010.31 Other reports . <a> Each 

producer-handler shall make reports to 
the market administrator at such time 
and in such manner as the market ad¬ 
ministrator may request. 

<b> Each handler, except a producer- 
handler, shall report to the market ad¬ 
ministrator. In the detail and on forms 
prescribed by the market administrator, 
as follows: 

(1) On or before the 20th day after 
the end of the month for each of his 
fluid milk plants his producer payroll for 
such month which shall show for each 
producer : <i) His name and address. (li> 
the total pounds of milk received from 
such producer. <iii> the average butter¬ 
fat content of such milk, and <lv) the 
net amount of such handler’s payment, 
together with the price paid and the 
amount and nature of any deductions; 

(2) On or before the first day other 
source milk is received in the form of 
milk or fluid skim milk, at his fluid milk 
plant(s), his intention to receive such 
product, and on or before the last day 
such product is received, his intention to 
discontinue receipt of such milk; 

(3) Such other information with re¬ 
spect to the utilization of butterfat and 






4% 


PROPOSED RULE MAKING 


skim milk as the market administrator 
may prescribe; and 

(4) Promptly after milk is first re¬ 
ceived from any producer, (a) the name 
and address of such producer, <b> the 
date upon which such milk was first 
received, and (c) the plant at which 
such milk was received. 

§1010.32 Record* and facilities. Each 
handler shall maintain and make avail¬ 
able to the market administrator during 
tho usual hours of business such ac¬ 
counts and records of his operations, to¬ 
gether with such facilities as arc neces¬ 
sary for the market administrator to 
verify or establish the correct data for 
each month with respect to; 

'a) The receipt and utilization of all 
skim milk and butterfat handled in any 
form; 

fb) The weights and butterfat and 
other content of all milk, skim milk, 
cream, and other milk products handled; 

<c) The pounds of skim milk and but¬ 
terfat contained In or represented by all 
milk, skim milk, cream, and milk prod¬ 
ucts on hand at the beginning and end 
of each month; and 

<d> Payments to producers, including 
any deductions authorized by producers, 
and disbursement of money so deducted. 

§ 1010.33 Retention of records. All 
books and records required under this 
part to be made available to the market 
administrator shall be retained by the 
handler for a period of three years to 
begin at the end of the month to which 
such books and records pertain; Pro¬ 
vided. That if within such three-year 
period the market administrator notifies 
the handler in writing that the retention 
of such books and records, or of specified 
books and records, is necessary in con¬ 
nection with a proceeding under section 
8c (15) (A) of the act or a court action 
specified in such notice, the handler shall 
retain such books and records, or speci¬ 
fied books and records, until further 
written notification from the market 
administrator. In either case the mar¬ 
ket administrator shall give further 
written notification to the handler 
promptly upon the termination of the 
litigation, or when the records are no 
longer necessary in connection there¬ 
with. 

CLASSIFICATION 

§ 1010.40 Skim milk and butterfat to 
be classified. All skim milk and butter¬ 
fat received within the month at fluid 
milk plants and which Is required to be 
reported pursuant to § 1010.30 shall be 
classified by the market administrator 
pursuant to the provisions of §{1010.41 
through 1010.46. 

§ 1010.41 Classes of utilization . Sub¬ 
ject to the conditions set forth in 
{§ 1010.43 and 1010.44. the classes of uti¬ 
lization shall be as follows: 

(a) Class l milk. Class I milk shall be 
all skim milk (including that used to pro¬ 
duce concentrated and reconstituted 
skim milk) and butterfat (1) disposed of 
in fluid form as milk, skim milk, butter¬ 
milk. cultured buttermilk, flavored milk, 
flavored milk drinks, concentrated milk, 
milk shake mix. and any other mixture 
of cream and milk or skim milk (other 


than ice cream, ice cream mixes, eggnog, 
and sterilized products in hermetically 
sealed containers) containing less than 
18 percent butterfat; and (2) not ac¬ 
counted for as Class n milk. 

(b) Class II milk. Class n milk shall 
be all skim milk and butterfat (I) used 
to produce any product other than those 
designated as Class I milk pursuant to 
paragraph <a> of this section; (2) dis¬ 
posed of for livestock feed; (3) con¬ 
tained in skim milk dumped, provided 
the market administrator is notified in 
advance and given opportunity to verify 
such dumping; (4) contained in inven¬ 
tory of fluid cream and of products des¬ 
ignated as Class I milk pursuant to para¬ 
graph <a) of this section on hand at the 
end of the month; (5) in actual plant 
shrinkage not to exceed two percent of 
skim milk and butterfat, respectively, in 
producer milk; and (6) in shrinkage of 
other source milk. 

§ 1010.42 Shrinkage. The market ad¬ 
ministrator shall allocate shrinkage at 
the fluid milk plant(s) of each handler 
as follows: 

<a) Compute the shrinkage of skim 
milk and butterfat; 

(b) Allocate the resulting amounts 
pro rata to the handler s receipts of skim 
milk and butterfat. respectively, in pro¬ 
ducer milk and in other source milk. 

§ 1010.43 Responsibility of handlers 
and reclassification of milk . (a) All skim 
milk and butterfat shall be Class I milk 
unless the handler w r ho first receives 
such skim milk or butterfat proves to 
the market administrator that such skim 
milk or butterfat should be classified 
otherwise. 

(b) Any skim milk or butterfat shall 
be reclassified If verification by the mar¬ 
ket administrator discloses that the 
original classification was incorrect. 

§ 1010.44 Transfers. Skim milk or 
butterfat disposed of each month from 
& fluid milk plant shall be classified: 

(a) As Class I milk if transferred in 
the form of fluid cream or products 
designated as CIass I milk in § 1010.41 
(a) (1) to a fluid milk plant of another 
handler, except a producer-handler, un¬ 
less utilization as class II milk is claimed 
by both handlers in their reports sub¬ 
mitted for the month to the market 
administrator pursuant to § 1010.30: 
Provided , That the skim milk or butter¬ 
fat so assigned to Class n milk shall be 
limited to the amount thereof remaining 
in Class II milk in the plant of the trans¬ 
feree-handler after the subtraction of 
inventory pursuant to § 1010.46. and any 
additional amounts of such skim milk or 
butterfat shall be assigned to Class I 
milk: And provided further , That if 
either or both handlers have recieved 
other source milk, the skim milk or 
butterfat so transferred shall be classi¬ 
fied at both plants so as to allocate tho 
greatest possible Class I milk utilization 
to the producer milk of both handlers; 

<b) As Class I milk if transferred to a 
producer-handler in the form of products 
designated as Class I milk in { 1010.41 
(a) (1); 

(c) As Class I milk if transferred or 
diverted in bulk form as milk or skim 
milk to a nonfluid plant unless: 


(1) The handler claims Class II on 
the basis of utilization mutually indi¬ 
cated In writing to the market adminis¬ 
trator by both buyer and seller on or be¬ 
fore the 8th day after the end of the 
month within which such transaction 
occurred: 

(2) The buyer maintains books and 
records showing the utilization of all 
skim milk and butterfat at his plant 
which are made available, if requested by 
the market administrator for the pur¬ 
pose of verification; and 

(3) Not less than an equivalent 
amount of skim milk and butterfat was 
actually used as Class II milk In such 
buyer’s plant. 


§ 1010 45 Computation of skim milk 
and butterfat in each class. For each 
month, the market administrator shall 
correct for mathematical and other ob¬ 
vious errors the reports of each handler 
submitted pursuant to § 1010.30 and 
compute the total pounds of skim milk 
.And butterfat, respectively, in Class I 
milk and Class U milk in the fluid milk 
plant's) of such handler. 


{ 1010.46 Allocation of skim milk and 
butterfat classified. After making the 
computations pursuant to § 1010.45 the 
market administrator shall determine 
the classification of producer milk; for 
each handler as follows: 

(a) Skim milk shall be allocated In 
the following manner: 

(1) Subtract from the total pounds of 
skim milk in Class II milk the pounds of 
skim milk in producer milk classified 
pursuant to 5 1010.41 <b) (5); 

(2) Subtract from the remaining 
pounds of skim milk in Class n milk the 
pounds of skim milk in other source 
milk: Provided , That if the pounds of 
skim milk in other source milk are 
greater than the remaining pounds of 
skim milk in Class n milk, an amount 
equal to the excess shall be subtracted 
from the pounds of skim milk in Class I 


milk; 

(3) Subtract from the remaining 
pounds of skim milk in Class IT milk 
the pounds of skim milk contained in 
inventory of fluid cream and Class I 
products on hand at the beginning « 
the month: Provided , That if the pounds 
of skim milk In such inventory are 
greater than the remaining pounds of 
skim milk in Class II milk, an amount 
equal to the difference shall be sub¬ 
tracted from the pounds of skim mil* 
in Class i milk; 

<4) Subtract from the remaining 
pounds of skim milk In each class the 
pounds of skim milk received from the 
fluid milk plants of other handlers in 
the form of fluid cream and P 1 * 0 ^., 
designated as Class I milk in § 

(a) (1) according to the classification 
thereof as determined pursuant w 
§ 1010.44 (a); . Af 

(5) Add to the remaining pound* 
skim mil* in Class II milk the pouno* 
of skim milk subtracted pursuant to sub- 
paragraph (1) of this paragraph; *na 

(6) If the remaining pounds of 
milk in both classes exceed the poun*» 
of skim milk contained In producer m • 
subtract such excess from the remain 
ing pounds of skim milk in scries ho¬ 
ning with Class n milk. Any amount 
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so subtracted shall be known as 

“overage”. 

(b) Butterfat shall be allocated in ac¬ 
cordance with the same procedure out¬ 
lined for skim milk in paragraph <a) of 

this section: and 

<c> Add the pounds of skim milk and 
the pounds of butterfat allocated to pro¬ 
ducer milk in each class, pursuant to 
paragraphs (a) and <b> of this section, 
and determine the weighted average but¬ 
terfat content of each class. 


MINIMUM PRICES 


1 1010 50 Class prices. Subject to the 
provisions of 8 1010.51 and 11010.52 each 
handler shall pay. at the time and in the 
manner set forth in 9 1010.80 for each 
hundredweight of milk containing 3.8 
percent of butterfat received at his fluid 
milk plant(s) during the month from 
producers or a cooperative association, 
not less than the following prices: 

(a* Class I milk. For each month 
from the effective date of this order 
through August 1957 the price per hun¬ 
dredweight of Class I milk shall be the 
price computed pursuant to subpara¬ 
graphs 1 through 6 of this paragraph: 

<l> Compute an index of wholesale 
commodity prices by averaging the four 
latest weekly index figures of wholesale 
commodity prices published by the Bu¬ 
reau of Labor Statistics, United States 
Department of Labor, and convert the 
result to a 1936-1940 base period by di¬ 
viding by 0.5108. 

<2» Compute an index of prices paid 
by Pennsylvania fanners per hundred¬ 
weight for 20 percent protein mixed 
dairy feed, using a 1936-1940 base pe¬ 
riod, by dividing by 0.01776 the monthly 
price for such feed published by the 
Pennsylvania Federal-State Crop Re¬ 
porting Service. 

<3) Compute an index of prices re¬ 
vived by Pennsylvania farmers for farm 
products except dairy, in a 1936-1940 
base period, by dividing the monthly In¬ 
dex published by the Pennsylvania 
Federal-state Crop Reporting Service on 
1 1910-1914 base by 1.0915, and adjust 
the result for seasonal variation by di¬ 
cing by the applicable figure indicated 
below for each month: 


^Mjunry, February, March...._ 

April. May. June.—_...._ 

Auguat, September.. 

October. November, December..., 


0.96 
1.00 
1.04 
1.00 


Compute an index of prices paid 
far milk by 13 Midwest condenseries, 
a 1936-40 base period, by dividing 
Si,?’u ! 3945 monthly average price 

by 13 Midwest condenseries as re¬ 
ported by the United States Department 
J Agriculture, and adjust the result for 
**«>nal variation by dividing by the 
jWlicable figure Indicated below for 
ea *h month: 


•Canary 
April / 



- 1. 02 July___ 0. 97 

• 1 02 Auguat. 1.00 

- 1.01 September __1.00 

• 0.99 October ..... 1.00 


- 0.98 November.... 1.02 

- 0.86 December.... 1.03 


unfits Com I >l i t 6 an index of average dail 
of Class I milk sold by all han 
hjmrni Under 0n * cr 61 regulating th 
of mlUc in the PhlladelphU 
s >lvanla. marketing area during th 


previous month, except that milk which 
is moved to plants outside of New Jersey 
and Delaware from which no routes are 
operated in the Philadelphia marketing 
area, using a 1936-40 base period, by 
dividing the monthly figure by 16.640, 
and adjust the result for seasonal varia¬ 
tion by dividing by the applicable figure 
Indicated below for each month: 


January ..... 0.98 
February .... 0.99 

March. 1.00 

April_ 0.99 

May. 0.98 

June ........ 0.98 


July. 0. 99 

AugUJt_... 0. 99 

September ... 1.04 

October _ 1.05 

November__ 1.02 

December .... 0. 99 


( 6 ) Divide the sum of the Indexes cal¬ 
culated in subparagraphs < 1 > through 
<5) of this paragraph by 5. This figure 
shall be the formula index, and shall 
determine the Class I price for each 
calendar quarter in accordance with the 
following table. If such index value is 
not within a bracket, the price for the 
calendar quarter shall be determined by 
the adjacent Index bracket which is the 
same as or nearest to the bracket equiva¬ 
lent to the price in the previous quarter. 


Cum 1 Fftint PniwfiJ-ffuiii I nil 1'xn 

ilVKMlKUW'CHiUT 


FormulA todci 

January, 
February, 
March. July, 
August, 
grplmmlMt 

April, 

May, 

June 

October, 
Novem¬ 
ber. Do- 
CCUlbcT 

_ 

XU 

175 

8.56 

m.i-19.1. 

Ui 

195 

8. 75 

131.9-186.9. 

i M 

8.15 

895 

139.6-113.4. 

*75 

185 

4 15 

147,4-141.4_.._ 

8.95 

8.66 

4.85 

165.2-1 MJ.2_ 

4.14 

176 

4.55 

lAJ.CHtf.O .. 

4.85 

19* 

675 

1769-114J. 

4W 

4 IS 

695 

17KMK2.6.. 

4.74 

4.85 

6.16 

I*».3-1908. 

4 95 

4.46 

685 

m.l-IVM.... 

MS 

4 75 

665 

2069-2069. 

4.85 

4.95 

676 

200.7-213.7. 

4.45 

6.16 

695 

2! 7.4-221 JL. 

4.75 

6.85 

6 15 

224.2-230.2.- 

6.95 

645 

6SS 

233.0 2370.. 

a 14 

6 75 

646 

240S 24I.H. 

A 84 

695 

6 76 

M&MSZt_ 

9.46 

615 

4.06 

M.fHO.4_ 

A 76 

684 

7.16 


If the formula index Is more than 
260.4, this table shall be extended at the 
same rate as in the three highest index 
brackets shown above. 

<b) Class II milk. The price per 
hundredweight of Class n milk during 
each month shall be the sum of the plus 
values calculated by the market ad¬ 
ministrator pursuant to subparagraphs 
( 1 ) and ( 2 ) of this paragraph. 

U) Butterfat. Add all market quota¬ 
tions (using the midpoint of any weekly 
range as one quotation) of prices per 
40-quart can of fresh sweet cream of 
bottling quality of 40 percent butterfat 
content, not including prices for cream 
carrying special municipal approvals, 
reported at Philadelphia for each week 
ending within the month by the United 
States Department of Agriculture, divide 
by the number of quotations, subtract 
$2.00 and divide by 8.95: Provided. That 
such butterfat value shall not be less 
than 3.8 times 120 percent of the average 
of the daily wholesale selling prices for 
Grade A (92-score) butter at New 
York as reported by the United States 
Department of Agriculture for the month 
for which payment is to be made, less 
18.0 cents. « 


<2) Skim milk. From the average of 
all the prices per pound for nonfat dry 
milk solids made by roller process, sold 
as “other brands” for human consump¬ 
tion in bogs or barrels by carlots (using 
midpoint of any range as one quotation) # 
published during such month in ‘'Pro¬ 
ducer’s Price Current,” subtract 5 cents, 
multiply by 0.90 and multiply by 7.5. 

8 1010.51 Butterfat differential to 
handlers. For milk containing more or 
less than 3.8 percent butterfat. the class 
prices for the month calculated pursuant 
to $ 1010.50 shall be increased or de¬ 
creased. respectively, for each one-tenth 
percent which such content is above or 
below 3.8 percent butterfat. an amount 
determined by dividing the butterfat 
value computed pursuant to 8 1010 50 
(b) (1) by 38. 

5 1010.52 Location differential to han- 
dlers —(a) Class I milk. For that milk 
received from producers at a fluid milk 
plant located 45 miles from the City Hall 
in Wilmington. Delaware, by shortest 
highway distance, as determined by the 
market administrator, and classified as 
Class I milk, the Cl ass I price set forth 
in 8 1010.50 (a) shall be reduced 20 cents 
per hundredweight plus one cent for 
each additional 10 -mile distance, or frac¬ 
tion thereof, which such plant is located 
from the City Hall in Wilmington: Pro¬ 
vided. That for purpose of calculating 
such location differential, products desig¬ 
nated as Class 1 milk which are trans¬ 
ferred between fluid milk plants shall 
first be assigned to any remainder of 
Class II milk in the transferee-plant 
after making the calculation prescribed 
in 81010.46 <a) (1) and (2) and the com¬ 
parable steps in <b) for such plant. 
The assignment of such shipment to the 
transferor plants shall be made in se¬ 
quence starting with the plant located 
farthest from the City Hall in Wilming¬ 
ton. 

(b) Class If milk. For that milk re¬ 
ceived from producers at a fluid milk 
plant located 70 miles from the City Hail 
in Wilmington, Delaware, by shortest 
highway distance, as determined by the 
market administrator, and classified as 
Class n milk, the Class n price set forth 
in 8 1010.50 (b) shall be reduced 5 cents 
plus one cent for each additional 70-mile 
distance, or fraction thereof, which such 
plant is located from the City Hall in 
Wilmington. 

8 1010.53 Equivalent prices or indexes. 
If for any reason a price or index speci¬ 
fied by this order for use in computing 
class prices or for other purposes is not 
reported or published in the manner de¬ 
scribed in this order, the market admin¬ 
istrator shall use a price or index 
determined by the Secretary to be equiv¬ 
alent to or comparable with the factor 
which is specified. 

APPLICATION OF PROVISIONS 

8 1010.60 Producer-handlers. Sec¬ 
tions 1010.40 through 1010.46, 1010.50 
through 1010.51. 1010.70 through 1010.71 
and 1010.80 through 1010.95, shall not 
apply to a producer-handler. 

8 1010.61 Plants subject to other Fed¬ 
eral orders. Any plant which meets the 
requirements for a fluid milk plant set 
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forth in * 1010.7 (a> or <b> and which is 
fully subject to the classification and 
pricing provisions of another order issued 
pursuant to the act shall be considered as 
a nonfiuid milk plant except that the 
operator of such plant shall, with respect 
to the total receipts and utilization or 
disposition of skim milk and butter fat at 
the plant, make reports to the market 
administrator at such time and in such 
manner as the market administrator may 
require (in lieu of the reports required 
pursuant to I 1010.30), and allow verifi¬ 
cation of such reports by the market 
administrator. 

DETERMINATION OF UNIFORM PRICES 

5 1010.70 Set obligation of handlers. 
The net obligation of each handler for 
producer milk received at his fluid milk 
plant(s) each month shall be a sum of 
money computed by the market adminis¬ 
trator as follows: (a) Multiply the total 
hundredweight of such milk in each class 
by the applicable class price; (b) add 
together the resulting amounts; <c) add 
the amounts computed by multiplying 
the pounds of overage deducted from 
each class pursuant to § 1010.46 (a) < 6 > 
and <b) by the applicable class price; 
(d > add or subtract, as the case may be, 
an amount necessary to correct errors 
discovered by the market administrator 
In the verification of reports of such han¬ 
dler of his receipts and utilization of skim 
milk and butterfat for previous months; 
(e) add the amount computed by multi¬ 
plying the difference between the Class II 
price for the preceding month and the 
appropriate Class I price for the current 
month by the hundredweight of producer 
milk classified in Class II during the pre¬ 
ceding month, or the hundredweight of 
milk subtracted from Class I pursuant to 
9 1010.46 (a) t3) and tb), whichever is 
less. 

51010.71 Computation of uniform 
prices for handlers. For each month the 
market administrator shall compute a 
uniform price for the producer milk re¬ 
ceived by each handler as follows: 

(a) Add to the amount computed pur¬ 
suant to 9 1010.70 the total of the loca¬ 
tion differential deductions to be made 
pursuant to § 1010.82. 

(b> Add or subtract for each one- 
tenth percent that the average butter- 
fat content of producer milk received 
by such handler is less or more, respec¬ 
tively. than 3.8 percent, an amount 
computed by multiplying such difference 
by the butterfat differential to produc¬ 
ers, and multiplying the result by the 
total hundredweight of producer milk. 

<c) Add the amount represented by 
any deductions made for eliminating 
fractions of a cent in computing the uni¬ 
form price(s) for such handler for the 
preceding month. 

(d) Divide the resulting amount by 
the total hundredweight of producer 
milk received by such handler. The re¬ 
sult, less any fraction of a cent per hun¬ 
dredweight. shall be known as the uni¬ 
form price for such handler for milk of 
3.8 percent butterfat content, f. o. b. 
market. 

PAYMENTS 

5 1010.80 Payments to producers . 
Each handler shall make payment to 
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each producer for milk received from 
such producer or to a cooperative asso¬ 
ciation for milk received from producers 
for the account of such association as 
follows: 

(a) On or before the last day of each 
month for milk received during the first 
15 days of the month at not less than 
the price per hundredweight for Class n 
milk for the preceding month: Provided, 
That tor the first month after the effec¬ 
tive date of this order such payment shall 
be at the Class II price reported for the 
previous month under Order 61. 

<b) On or before the 15th day after 
the end of each month for milk received 
during such month at not less than the 
uniform price per hundredweight, com¬ 
puted for such handler pursuant to 
91010.71, subject to the butterfat dif¬ 
ferential computed pursuant to 9 1010.81 
and the location differential computed 
pursuant to 9 1010.82 less proper deduc¬ 
tions authorized in writing by such pro¬ 
ducer and less payment made pursuant 
to paragraph <a) of this section. 

9 1010.81 Butterfat differential to 
producers. The applicable uniform 
prices to be paid each producer pursuant 
to 9 1010.80 shall be increased or de¬ 
creased for each one-tenth of one per¬ 
cent which the average butterfat con¬ 
tent of his milk is above or below 3.8 
percent, respectively, an amount deter¬ 
mined by dividing the butterfat value 
computed pursuant to 91010.50 <b) ( 1 ) 
by 38. 

9 1010.82 Location differential to pro¬ 
ducers. In making payments to pro¬ 
ducers pursuant to 9 1010.80. the applica¬ 
ble uniform prices to be paid for 
producer milk received at a fluid milk 
plant located at least 45 miles from the 
City Hall in Wilmington, Delaware, by 
shortest highway distance, as deter¬ 
mined by the market administrator, 
shall be reduced 20 cents plus one cent 
for each additional 10 miles distance, or 
fraction thereof, which such plant is 
located from the City Hall in Wilming¬ 
ton. 


51010.83 Adjustment of accounts . 
Whenever audit by the market adminis¬ 
trator of any handler's reports, books, 
records, accounts, or verification of 
weights and butterfat tests of milk or 
milk products discloses errors, resulting 
In money due a producer or the market 
administrator from such handler, or due 
such handler from the market adminis¬ 
trator. the market administrator shall 
notify such handler of any amount so 
due, and payment thereof shall be made 
on or before the next date for making 
payments, as set forth in the provisions 
under which such error occurred. 

9 1010 84 Expense of administration. 
As his pro rata share of the expense of 
administration of this part, each han¬ 
dler shall pay to the market administra¬ 
tor on or before the 15th day after the 
end of the month for such month five 
cents per hundredweight, or such amount 
not exceeding five cents per hundred¬ 
weight as the Secretary may prescribe, 
with respect to all (a) receipts of pro¬ 
ducer milk including such handler’s own 


production, and (b) other source milk at 
a fluid milk plant which 1s classified u 
Class I milk. 

9 1010.85 Termination of obligations. 
The provisions of this section shall apply 
to any obligation under this part for the 
payment of money. 

(a) The obligation of any handler to 
pay money required to be paid under the 
terms of this port shall, except as pro* 
vlded in paragraphs (b> and (c) of this 
section, terminate two years after the 
last day of the calendar month during 
which the market administrator received 
the handlers utilization report on the 
milk involved in such obligation, unless 
within such two-year period the market 
administrator notifies the handler In 
writing that such money is due and pay¬ 
able. Service of such notice shall be 
complete upon mailing to the handler** 
last known address, and it shall contain, 
but need not be limited to, the following 
information; 

(1) The amount of the obligation; 

(2) The month <s) during which the 
milk, with respect to which the obliga¬ 
tion exists, was received or handled: and 

(3) If the obligation is payable to one 
or more producers or to an association of 
producers, the name of such producer**) 
or association of producers, or if the ob¬ 
ligation is payable to the market admin¬ 
istrator, the account for which it is to 
be paid. 

(b) If a handler fails or refuses, with 
respect to any obligation under this part, 
to make available to the market admin¬ 
istrator or his representatives all book* 
and records required by this part to be 
made available, the market administra¬ 
tor may, within the two-year period pro¬ 
vided for in paragraph (a) of tills sec¬ 
tion. notify the handler in writing of 
such failure or refusal. If the market 
administrator so notifies a handler, the 
said two-year period with respect to such 
obligation shall not begin to run until 
the first day of the calendar month fol¬ 
lowing the month during which all such 
books and records pertaining to such 
obligation are made available to the mar¬ 
ket administrator or his representatives. 

(c) Notwithstanding the provision* of 
paragraphs (a) and (b) of this section a 
handler s obligation under this part to 
pay money shall not be terminated with 
respect to any transaction involving 
fraud or wilful concealment of ft f**t 
material to the obligation, on the port of 
the handler against whom the obligation 
is sought to be imposed. 

(d) Any obligation on the part of the 
market administrator to pay a handle 
any money which such handler claim* to 
be due him under the terms of this port 
shall terminate two years after the end 
of the calendar month during which the 
milk involved in the claim was received 
if an underpayment is claimed, or two 
years after the end of the calendar month 
during which the payment (including 
deduction or set-off by the market ad* 
ministrator) was made by the handler 

a refund on such payment Is claimed* 
unless such handler within the 
ble period of time, files, pursuant to *** 
tion 8 c (15) (A) of the act, a pctiuoa 
claiming such money. 
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TERMINATION 

11010 90 Effective time. The provi- 
lions of this part or any amendment to 
this part shall become effective at such 
time as the Secretary may declare and 
shall continue In force until suspended 
or terminated pursuant to g 1010.91. 

(1010.91 Suspension or termination. 
The Secretary may suspend or terminate 
this part or any provisions of this part 
whenever he finds this part or any pro- 
ftiions of this part obstructs or docs not 
tend to effectuate the declared policy of 
the act This part shall terminate. In 
any event, whenever the provisions of 
the act authorizing it cease to be in 
effect. 

11010.92 Continuing obligations. If 
upon the suspension or termination of 
any or all provisions of this part, there 
are any obligations thereunder, the final 
accrual or ascertainment of which re¬ 
quires further acts by any person (in¬ 
cluding the market administrator), such 
further acts shall be performed notwith¬ 
standing such suspension or termination. 

11010.93 Liquidation. Upon the sus¬ 
pension or termination of the provisions 
of this port, except this section, the mar¬ 
ket administrator, or such liquidating 
went as the Secretary may designate, 
shall, if so directed by the Secretary, 
liquidate the business of the market ad¬ 
ministrator's office, dispose of all prop¬ 
erty in his possession or control, includ¬ 
ing accounts receivable, and execute and 
deliver all assignment or other instru¬ 
ments necessary or appropriate # to ef¬ 
fectuate any such disposition. If a 
liquidating agent is so designated, all 
assets, books, and records of the market 
administrator shall be transferred 
promptly to such liquidating agent. If. 
upon such liquidation, the funds on hand 
exceed the amounts required to pay out¬ 
standing obligations of the office of the 
Brnrket administrator and to pay ncces- 
J*ry expenses of liquidating and distri¬ 
bution. such excess shall be distributed 

contributing handlers and producers 
to on equitable manner. 

MISCELLANEOUS PROVISIONS 

11010.100 Agents. The Secretary 
tojy by designation in writing, name any 
officer or employee of the United States 
to set as his Agent or Representative 

, connection with any of the provisions 
this part 

1 1010.101 Separability of provisions. 
I* any provision of this part, or Its ap¬ 
plication to any person or circumstances 
“ b*!d Invalid, the application of such 
Provision and of the remaining provi- 

ons of this part, to other persons or 
circumstances shall not be affected 
thereby. 

Issued at Washington. D. C.. this 17th 
^ of January 1956. 

IstALl Roy W. Lennartson, 

Deputy Administrator. 

,P * Doc. 56-514; Piled Jon. 20 1056; 
6:47 a m.\ 
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Milk in Appalachian. Tri-State, and 
Bluefield Marketing Areas 

NOTICE OF HEARING ON PROPOSED AMEND¬ 
MENTS TO TENTATIVE MARKETING AGREE¬ 
MENTS AND TO ORDERS REGULATING HAN¬ 
DLING OF MILK IN APPALACHIAN AND 
TRI-STATE MARKETING AREAS; NOTICE OF 
HEARING ON PROPOSED MARKETING AGREE¬ 
MENT AND ORDER REGULATING HANDLING 
OF MILK IN BLUEFIXD, WEST VIRGINIA, 
MARKETING AREA 

Pursuant to the provisions of the Agri¬ 
cultural Marketing Agreement Act of 
1937, as amended <7 U. 8. C. 601 et seq.), 
and the applicable rules of practice and 
procedure governing the formulation of 
marketing agreements and marketing or¬ 
ders <7 CFR Part 900), notice is hereby 
given of a public hearing to be held in the 
West Virginian Hotel. Federal Street. 
Bluefleld. West Virginia. February 6, 
1956. beginning at 10:00 a. m.. local 
time. 

Subject and issues involved in the 
hearing. The public hearing is for the 
purpose of receiving evidence with re¬ 
spect to the proposed amendments here¬ 
inafter set forth, or appropriate modifi¬ 
cations thereof, to the tentative market¬ 
ing agreement heretofore approved by 
the Secretary of Agriculture, and to the 
order, regulating the handling of milk 
in th e Appalachian marketing area (7 
CFR Part 923 et seq.). This hearing 
also Is for the purpose of receiving evi¬ 
dence as to the economic and marketing 
conditions relating to the handling of 
milk for the several other counttes in 
Virginia. West Virginia and Kentucky 
hereinafter named, and to the alterna¬ 
tive possibilities of (1) expanding the 
present Appalachian marketing area to 
regulate the handling of milk in all or 
part of the additional counties. (2> ex¬ 
panding the present Tri-State marketing 
area to regulate the handling of milk in 
all or part of such counties with other 
provisions similar to those applying to 
Huntington District plants under such 
order, or (3> of Issuing one or more 
separate orders to regulate the handling 
of milk in all or part of these counties, 
with provisions the same as those in 
Federal Order No. 23, as amended, and 
as further proposed herein to be amend¬ 
ed, with appropriate modifications. The 
proposed marketing agreement and order 
provisions set forth below and the pro¬ 
posed amendments have not received the 
approval of the Secretary of Agriculture. 
At the hearing, evidence will be received 
with respect to all aspects of the market¬ 
ing conditions which are dealt with by 
the proposal and any appropriate modi¬ 
fications thereof. 

The heal ing on the marketing agree¬ 
ment and order proposals and amend¬ 
ments is to determine whether (1) the 
handling of milk in the area proposed to 
be regulated is in the current of inter¬ 
state or foreign commerce, or directly 
burdens, obstructs, or affects interstate 
or foreign commerce, (2> the amend¬ 
ment of either the present orders re¬ 


ferred to. or the issuance of one or more 
additional marketing agreements and 
orders regulating the handling of milk 
in the proposed area, are Justified, and 
(3) the provisions specified in the pro¬ 
posals or some other provlsloas appro¬ 
priate to the terms of the Agricultural 
Marketing Agreement Act. as amended, 
will best tend to effectuate the declared 
policy of such act with respect to milk 
handled in such proposed area. 

The following amendments to the or¬ 
der regulating the handling of milk in 
the Appalachian marketing area are 
proposed by the Tri-State Milk Produc¬ 
ers* Association: 

1. Amend fi 923.6 Appalachian Mar¬ 
keting Area by extending marketing area 
into districts as follows: 

Appalachian District. To Include 
present Appalachian Marketing Area 
and Russell and Dickenson Counties in 
Virginia. 

Blucficld District. All territory within 
Tazewell and Buchanan Counties in Vir¬ 
ginia; Mercer, McDowell Counties in 
West Virginia: and Pike and Floyd 
Counties in Kentucky. 

As an alternative to the establishment 
of a Bluefleld District as part of the 
present order as proposed, consider the 
regulation of the area so described as 
the Bluefield District under a separate 
milk marketing order. 

2. Amend 5 923.7 to provide for dis¬ 
trict plants. Such plants should be 
••fluid milk plants** for the district in 
which they are located. Such plants 
selling milk in the marketing area, but 
located outside marketing area, shall be 
fluid milk plants for the districts in 
which they have the most Class I sales. 

3. In 5 923 7 (b> delete the phrase 
••during the months of February through 
July.** 

4. Amend i 923.44 (c) to allow Class 
n milk to be transferred 100 miles with¬ 
out being Class I. 

5. Amend 5 923.51 fa) to provide a 
Class I price for the Bluefield District 
as follows: 

Bluefield district plants. The Class I 
price shall be the basic formula price for 
the preceding month plus $1.35 during 
the months of April. May. and June, plus 
$1.80 during the months of February. 
March, and July, and plus $2.25 during 
all other months. 

Further amend 5 923.51 (a) to provide 
for a supply-demand adjustment which 
will establish a price based on the rela¬ 
tionship of production to market de¬ 
mand. 

6. Amend §) 923.53 and 923.92 so that 
the location differentials provided 
therein will not apply to the Bluefleld 
district plants. 

7. Amend 5 923.72 to allow handlers to 
pay blend price when the excess price is 
higher than the base price. 

8. Amend 5 923 82 by deleting para¬ 
graph (b> thereof and substituting tho 
following: 

(b) An entire base may be transferred 
by notifying the Market Administrator in 
writing before the last day of any month 
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for which such base is to be transferred 
to the person named in such notice; Pro¬ 
vided. That if the base Is held Jointly and 
such Joint holding is terminated, the en¬ 
tire base transferable by any joint holder 
shall be his portion of such jointly held 
base as indicated by the Joint holders. 

fc) The entire daily base of a producer 
may be removed from one handler to 
another. 

9. Amend 5 923.90 <a) (4) to provide 
further that if a producer's association 
makes payment to Its members for milk 
delivered to a handler, that on the 25th 
day of each month a payment of not less 
than the Class II price for the preceding 
month be made to the association by such 
handler for milk received from members 
during the first fifteen (15) days of the 
month. 

10. Make all necessary changes in Or¬ 
der No. 23 to put into effect the fore¬ 
going proposals. 

Proposed by Pet Dairy Products Com¬ 
pany, Foremost Dairies. Inc., Chappels 
Dairy, Clinch Haven Farms. Inc.. Bas¬ 
set's Dairy. Gray’s Dairy and Pure Milk 
Dairy. 

11. Amend $ 923.44 by deleting the 
present 5 923.44 <c>, and substituting 
therefor the following: 

<c) As Class I milk if transferred or 
diverted in bulk form as milk or skim 
milk to a non-fluid milk plant unless: 

This proposal is intended to remove 
from the Order any mileage limitation 
precluding the classification according 
to use of bulk milk or skim milk trans¬ 
ferred. 

12. Amend 5 923.41 by deleting the 
language at 5 923.41 (b): 

(3) in shrinkage assigned to Class 11 
pursuant to 5 923.42. 

and substituting therefor the following; 

(3) In actual plant shrinkage of skim 
milk and butterfat received as producer 
milk, but not in excess of 2 percent of 
such receipts of skim milk and butterfat. 
respectively, hereinafter known as al¬ 
lowable shrinkage; and (4) in actual 
plant shrinkage of skim milk and but¬ 
terfat, respectively, in other source milk 
received: Provided . That if producer 
milk is utilized as milk, skim milk or 
cream in conjunction with other source 
milk the shrinkage of skim milk and 
butterfat. respectively, allocated to pro¬ 
ducer milk and other source milk shall 
be computed pro rata according to the 
proportions of the volumes of skim milk 
and butterfat. respectively, received 
from such sources to their total. 

Delete 5 923.42. 

Amend 5 923.46. by deleting the pres¬ 
ent 5 923.46 (a) (1), and substitute 
therefor; 

U> Subtract from the total pounds of 
Akim milk in Class II the allowable 
shrinkage of skim milk. 

13. Amend 5 923.46, "Allocation of 
skim milk and butterfat classified, and 
related parts of the Order, to give relief 
to handlers from the present provision 
in 5 923.46 and related provisions of Or¬ 
der No. 23, whereby other source milk 
that is used as Class I during the part 
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of the month, because of the shortage of 
producer milk, is classified as Class II 
milk, and producer milk that is used as 
Class n the other part of the month, 
because of an over-supply of producer 
milk, is classified as Class I milk. 

14. Amend f 923.51 by deleting the 
present 5 923.51 <b> t and substitute 
therefor the following: 

<b> The price per hundredweight for 
Class n milk shall be the arithmetical 
average of the basic or field prices re¬ 
ported to have been paid or to be paid 
per hundredweight for milk of 4.0 per¬ 
cent butterfat content received from 
farmers during the month at the follow¬ 
ing plants or places for Which prices 
have been reported to the market ad¬ 
ministrator or to the Department of 
Agriculture on or before the 6th day after 
the end of the month: 

Company and Location 

Pet Milk Company, Mayfield. Ky. 

Pet Milk Company. Bowling Green. Ky. 

Pel Milk Company. OreenelUe, Term. 

Pet MUk Company, Abingdon. Va. 

Carnation Company. Murfreesboro. Tenn. 

Carnation Company. Statesville. N. C. 

Borden Company. Lewtsburg, Tenn. 

Borden Company, Cheater, 8. C. 

Carnation Company. Galax. Va. 

15. Amend 5 923.71. by deleting the 
words in the first paragraph: 

•’September through March’* and sub¬ 
stituting therefor; "August through 
February.’* 

15a. Amend 5 923.72. by deleting the 
words in the first paragraph: 

••April through August” and substitut¬ 
ing therefor: “March through July.” 

15b. Delete fi 923.80, and substitute the 
following: 

5 923.80 Determination of daily base . 
The doily base for each producer shall 
be calculated by the Market Adminis¬ 
trator os follows: Divide the total pounds 
of milk received by all handlers from 
such producer during the months of 
August through January by the number 
of days from the first day milk is received 
from such producer during said months 
to the last day of January, inclusive, but 
not less than 120 days. 

15c. Delete 5 923.81, and substitute the 
following: 

5 923.81 Computation of base . The 
base of each producer to be applied dur¬ 
ing the months of March through July 
shall be a quantity of milk calculated by 
the market administrator in the follow¬ 
ing manner: Multiply the daily base of 
such producer by the number of days 
such producer’s milk was received by 
such handler during the month: Pro- 
vided, That if the producer’s milk was 
not received on a dally basis, the daily 
base shall be multiplied by the number 
of days during the month for which the 
milk production of such handler was 
received by such handler. 

15d. Amend 5 923.83 Announcement of 
established base, by deleting therefrom 
the words: "April 1” and substituting 
therefor the words: "March 1." 

15e. Amend 5 923.90 " payment to pro¬ 
ducersy by deleting from subparagraph 
<a> thereof the words: "September 
through March" and substituting there¬ 


for the words: “August through Febru¬ 
ary.” 

15f. Amend 5 923.90 fa) by deleting 
the words: "April through August * and 
substituting therefor the vords: "March 
through July/* 

Proposals by Pet Dairy Products 
Company, Foremost Dairies. Inc., Chap, 
pels Dairy, Clinch Haven Farm*. Inc, 
Basset's Dairy, Gray’s Dairy, Pure Milk 
Dairy, and Leatherwood Company. 

16a. In addition to receiving evidence 
on the issue as proposed by Tri-State 
Milk Producers. Inc., that a Bluefield 
District Area be established to consist o i 
the counties of Tazewell County. Vir¬ 
ginia; Mercer. McDowell and Min#o 
Counties, West Virginia; and Pike and 
Floyd Counties. Kentucky; it is proposed 
that evidence also be received on the is¬ 
sue that the counties of Lincoln. Logan, 
and Wyoming in West Virginia be in¬ 
cluded in such district along with the 
counties of Tazewell County, Virginia; 
Mercer. McDowell, and Mingo Counties, 
West Virginia; and Pike and Floyd 
Counties, Kentucky, 

16b. That evidence be received with 
respect to the merit and propriety, under 
the policies and standards of the Agri¬ 
cultural Marketing Agreement Act. of 
establishing said Bluefield Distnct Area 
as a part of the Huntington District tn 
the Tri-State milk marketing Order No. 
72, as foreclosing the alternatives pro¬ 
posed by the Tri-State Milk Producer* 
Association, Inc., of 

(1) Establishing a Bluefield District 
under the Appalachian milk markclms 
Order No. 23. 

<ii> Establishing said Bluefield Dis¬ 
trict as a marketing area under a sepa¬ 
rate milk marketing order. 

Proposed by Greenbrier Dairy Prod¬ 
ucts Company: 

17. In view of proposals to enlarge the 
marketing area regulated by Order Na 
23. it is hereby proposed that all of the 
terms of the entire order be open for 
review. 

18. Notwithstanding the broad pro¬ 
posal contained In proposal No. 17 above, 
it is proposed that the order make pro¬ 
vision for location adjustments to han¬ 
dlers and producers for milk received at 
plants located outside the markotinf 
area. 

19. It U proposed that a provision be 
incorporated in the order makim: appro¬ 
priate exemption for "custom botUuu' " 

20. If a "Bluefield District” Is estab¬ 
lished as part of the present marketing 
area of Order No. 23. the marketing area 
should Include the following territory: 
Kanaw’ha, Fayette, Greenbrier, Monroe. 
Summers. Raleigh. Boone. Logan, and 
Wyoming Counties, all within the State 
of West Virginia. 

21. The price for Class I milk in the 
"Bluefield District" of Order 23 should 
be the simple average of the price estab¬ 
lished for Class I milk under Order 23 
and the price established for Class I 
milk in the Huntington District of 
Tri-State milk marketing area (Federal 
Order No. 72). 

22. Amend 5 923.44 of Order 23. where¬ 
by milk may be moved by transfer or di¬ 
version a distance of 250 miles from tbe 
plant of a handler without such mil* 
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being automatically assigned Class I 

utilization^ 

23 . Provide that milk received from, or 
milk moved to. the plant of a handler 
regulated under Order 72 or Order No. 
40 by a handler regulated under Order 
No. 23 shall be treated as an "interhan- 
<2er transfer'* under Order No. 23. 

Proposed by the Dairy Division. Agri¬ 
cultural Marketing Service: 

24. Amend 5 923.41 to clarify the lan¬ 
guage concerning the classification of 
wch products as milk, skim milk, butter¬ 
milk. and milk drinks (plain or flavored) 
when utilized as livestock feed. 

25. Amend 9 923.50 (b) by deleting the 
words during the delivery period" and 
substituting the words "for the period 
from the 26th day of the immediately 
preceding month through the 25th day 
of the current month." 

26. Clarify the meaning of the word 
•plant" as it occurs in the order by pro- 
tiding a definition of the term "plant** 
to read as follows: 

1923.19 Pfanf. "Plant" means a 
building which contains equipment and 
machinery necessary for the receipt, 
processing, and/or bottling of milk and 
milk products. 

27 Make such changes as may be nec¬ 
essary to conform to the provisions of 
the marketing agreement and order, with 
any amendments thereto which may re¬ 
sult from this hearing. 

Copies of this notice of hearing, and 
the order now in effect, may be obtained 
from the Market Administrator, Room 
215. Reynolds Arcade Building. 510 Cum¬ 
berland Street. Bristol. Virginia; or from 
the Hearing Clerk. United States De¬ 
partment of Agriculture. Room 112, Ad¬ 
ministration Building, Washington 25, 
D. C„ or may be there inspected. 

Wed at Washington, D. C. 

Dated: January 18, 1958. 

f&EAL] Roy W. Lennartson. 

Deputy Administrator . 

IF. R. Doc. 56-638: Filed. Jan. 20. 1956; 
8:52 a. m.] 


federal communications 

COMMISSION 

[ 47 CFR Part 3 1 

l Docket No. 11532; FCC 56-561 
Television Broadcast Stations 

EXTENDING TIMS TOR FILING RETLY 
COMMENTS 

In the matter of amendment of Part 3 
the Commission’s rules and regula¬ 
tions governing Television Broadcast 

Stations. 

I* The Commission has before it for 
tt>nsideratlan the petition of the Zancs- 
Ju.e Publishing Company, permittee of 
JJ^sion Stations WHIZ-TV, Zanesville. 
Ohio and WTAP-TV. Parkersburg. West 
'"rgtnia, requesting the Commission to 
<*U*nd the time for filing reply com- 
r. ent ^ in this proceeding for a period of 
a aya - on January 17.1956, American 
J^nadcasting Company filed an opposl- 
to this request. 
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2. The Commission provided In its 
Notice initiating this proceeding that 
original comments were to be filed De¬ 
cember 15, 1955 and reply comments by 
January 6. 1958. On December 28. 1955, 
the Commsslon extended the time for 
filing reply comments to January 20, 
1956. 

3. In support of Its petition the Zanes¬ 
ville Publishing Company states that it 
Intends to file reply comments in this 
proceeding but that the present filing 
date would not enable It to make the 
careful research and preparation that 
would be necessary. Petitioner points 
out that over 200 comments have been 
filed In this proceeding and that much 
time had to be expended in examining 
and considering these comments. The 
Zanesville Publishing Company states 
that It proposes to prepare a detailed 
analysis of the comments and that a 
30 day extension of time for filing replies 
is required. 

4. In view of the number of comments 
filed in this proceeding, the Commission 
believes that the public interest would 
be served by affording some additional 
time for filing replies. However, as the 
Commission pointed out in its Notice of 
Proposed Rule Making in this proceeding 
there are many considerations which 
favor minimizing delay. We do not be¬ 
lieve, therefore, that an extension of 
time should be granted beyond February 
8. 1956, for filing replies. 

5. In view of the foregoing; It is or¬ 
dered. This 18th day of January 1956. 
that the time for filing reply comments 
in the above-entitled proceeding is ex¬ 
tended from January 20, 1956 to Febru¬ 
ary 8. 1956. 

Released: January 19. 1956. 

Federal Communications 
Commission, 

[seal] Mary Jane Morris, 

Secretary. 

(F. R. Doc. 56-557: Filed. Jan. 20. 1956; 
8:56 a. m ] 


SECURITIES AND EXCHANGE 
COMMISSION 
(17 CFR Parts 240, 249 1 

Reports on Stabilizing Activities 
notice or proposed rule making 

Notice is hereby given that the Securi¬ 
ties and Exchange Commission has un¬ 
der consideration a proposal to amend 
5 240.17a-2 (Rule X-17A-2), providing 
for stabilizing reports in certain cases, 
and Form X-17A-1 (17 CFR 249.717), 
the form of report required to be used 
under the rule. The proposed action 
would be taken under the Securities Ex¬ 
change Act of 1934. particularly sections 
3 <b), 10 (b), 17 (a) and 23 (a) thereof. 

Section 240.l7a-2 (Rule X-17A-2) 
now requires the manager of a syndicate 
effecting stabilizing purchases to facili¬ 
tate an offering of securities registered 
under the Securities Act of 1933, and 
certain other brokers, dealers and mem¬ 
bers participating in the syndicate, to 
file reports showing their purchases, sales 
and transfers in the stabilized and of¬ 
fered securities during the period bc- 
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ginning on the 20th day prior to the first 
stabilizing purchases and ending on the 
date when stabilizing is terminated, or 
the date when the short position is cov¬ 
ered. whichever is later. Under the 
rule each member of the syndicate must 
file a report for eac h day on which he 
effects a transaction in the offered or 
stabilized security, with certain minor 
exceptions. Paragraph (1) of 5 240.- 
10b-7 (Rule X-10B-7), which became 
effective on August 15. 1955, made the 
reporting requirements of § 240.17a-2 
(Rule X-17A-2) applicable to any person 
stabilizing the price of a security to fa¬ 
cilitate an offering covered by the rule 
even though he is not a member, broker 
or dealer. 

The amended rule would require re¬ 
ports when stabilizing occurs In connec¬ 
tion with a Regulation A offering or any 
other offering involving more than 
$300,000. as well as offerings registered 
under the Securities Act of 1933. It 
w r ould also expressly provide for the re¬ 
porting of transactions in rights where 
stabilizing occurs in connection with a 
rights offering. However, persons sub¬ 
ject to the rule, particularly persons who 
do not act as managers, should find It 
easier to comply with the amended rule. 
Among other things, syndicate members 
other than the manager would be re¬ 
quired to file only one report at the termi¬ 
nation of stabilizing, instead of being 
required to file daily reports. Further, 
the manager and other participants 
would usually have to report transac¬ 
tions covering a shorter period: the re¬ 
porting period would begin on the 9th 
day before the offering or on the business 
day before stabilizing is begun, which¬ 
ever is earlier, instead of on the 20th day 
prior to the first stabilizing purchase. 
In addition, the proposed revision of 
Form X-17A-1 would simplify compli¬ 
ance with requirements because the 
form would be amended so that (1) the 
instructions are clearly and concisely 
stated in the form rather than on a 
separate instruction sheet. (2) fewer re¬ 
ported transactions have to be "timed" 
and (3) more reported transactions can 
be "bunched" in the report. 

The text of § 240.17a-2 <RuleX-17A-2> 
as it is proposed to be amended is as 
follows: 

5 240.17a-2 Reports on stabilizing ae- 
tivities —(a) Scope of section . This sec¬ 
tion shall apply to any person who effects 
any purchase of a security for the pur¬ 
pose of pegging, fixing or stabilizing 
(hereinafter called "stabilizing") the 
price of any security to facilitate an offer¬ 
ing of any security (other than an "ex¬ 
empted security" as hereinafter defined) 
(1) with respect to which a registration 
statement has been, or is to be, filed 
pursuant to the Securities Act of 1933 as 
amended or (2) which is being, or is to 
be. offered pursuant to an exemption 
from registration under Regulation A 
adopted under the Securities Act of 1933 
or (3) which is being, or is to be, other¬ 
wise offered. If the aggregate amount of 
the securities being offered exceeds $300.- 
000. This section shall also apply to 
any person who has a participation In an 
account for which such a stabilizing pur¬ 
chase is effected. 
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(b) Definitions. Unless the context 
clearly Indicates otherwise, for the pur¬ 
poses of this section and the forms pre¬ 
scribed hereby, the following terms shall 
have the meanings indicated: 

cl) The term •manager” shall mean 
the person stabilizing for his sole account 
or for the account of a syndicate or group 
in which he is a participant. 

(2) The term "transfer” shall mean 
any change in the control of a position 
in a security unaccompanied by a change 
in ownership. 

(3) The term “offered security” shall 
Include any security of the same class 
and series. 

(4) The term "exempted security” 
means an exempted security, as defined 
in section 3 (a) (12) of the act. includ¬ 
ing securities issued, or guaranteed both 
as to principal and Interest, by the In¬ 
ternational Bank of Reconstruction and 
Development. 

(c) Notifications bv managers . Any 
person subject to this section who effects 
one or more stabilizing purchases for his 
6ole account or for the account of a syn¬ 
dicate or group shall: 

(1) Promptly notify the Commission 
of (1) the name and class of the security 
being stabilized. <ii> the price, the date, 
and the time at which the first stabilizing 
purchase was effected and. Oil) if the 
syndicate or group has then been 
formed, <a» a list of the members 
thereof and <b) their respective com¬ 
mitments, or in the case of a standby or 
contingent underwriting the percentage 
participation of each member of the syn¬ 
dicate or group therein, except that in 
the case of a best-efforts underwriting 
only the total amount to be offered need 
be stated to meet the requirement of 
subdivision (ili) (b) of this subpara¬ 
graph or, (lii) if the syndicate or group 
has not been formed at the time when 
the first stabilizing purchase is effected, 
the information called for by subdivision 
UU> of this subparagraph shall be fur¬ 
nished to the Commission promptly after 
the group Is formed: Provided, however . 
That If the information called for by 
subdivisions (ill) or (iv) of this sub- 
paragraph has been or is to be filed with 
the Commission pursuant to the Securi¬ 
ties Act of 1933 as amended or pursuant 


to an exemption from registration under 
Regulation A adopted under the Securi¬ 
ties Act of 1933 then such Information 
shall not be included in the notice fur¬ 
nished pursuant to this subparagraph: 
And, provided, further t That it such in¬ 
formation has been otherwise filed with 
the Commission it may be incorporated 
by reference into such notice; and 

(2) Promptly furnish to each of the 
members of the syndicate or group the 
Information called for by subdivisions 
<i) and <ii> of subparagraph (1) of this 
paragraph; and 

(3> Promptly notify the Commission 
and the members of such syndicate or 
group of the date and time when stabi¬ 
lizing was terminated. 

<d> Reports as manager. Any person 
who effects one or more stabilizing pur¬ 
chases for his sole account or for the 
account of a syndicate or group shall: 

<1) Report to the Commission "as 
manager” on Form X-17A-1 (5 249.717 of 
this chapter), not later than three busi¬ 
ness days following the day upon which 
the first stabilizing purchase was effec¬ 
ted, all purchases, sales and transfers, in 
the stabilized and offered securities, and 
if the offering is a rights offering, in the 
rights, during the period beginning on 
the ninth business day prior to the first 
day upon which the offering was made 
or beginning on the business day prior to 
the day on which the first stabilizing 
purchase was effected, whichever date is 
earlier, and ending on the day upon 
which the first stabilizing purchase was 
effected; and 

12) Until stabilizing is terminated, re¬ 
port to the Commission “as manager” on 
Form X-17A-1 (| 249.717 of this chap¬ 
ter), not later than the next business 
day. all purchases, sales and transfers, 
effected on any day in the stabilized and 
offered securities, and in the rights; and 

<3) If such person has a short posi¬ 
tion in the stabilized or offered security 
when stabilizing is terminated, report to 
the Commission “as manager” on Form 
X-17A-1 (5 249.717 of this chapter*, not 
later than the next business day. all 
purchases, sales and transfers, effected 
on any day in such security, until such 
short position is covered. 


(4) Notwithstanding the provisions of 
subparagraphs (1), (2) and (3) of this 
paragraph, if the person stabilizing is 
stabilizing for the account of a syndicate 
or group, he shall report ”as manager* 
only such transactions as arc effected 
for the account of such syndicate or 
group. 

<e) Reports not as manager. The 
manager and any other person who has 
a participation in an account for which 
a stabilizing purchase is effected (other 
than a person stabilizing for his sole 
account all of whose transactions are re¬ 
ported “as manager”) shall; 

<1) Report “not as manager” to the 
Commission on Form X-17A-1 tf 249.717 
of this chapter), not later thnn five 
business days following the day upon 
which stabilizing was terminated, all 
purchases, sales and transfers in the 
stabilized and offered securities, and if 
the offering is a rights offering, in the 
rights, during the period beginmw: on 
the ninth business day prior to the first 
day upon which the offering was made 
or on the business day prior to the day 
upon which the first stabilizing purchase 
was effected, whichever date is earlier, 
and ending on the day when stabilizing 
was terminated: Provided, however. That 
transactions reported “as manager 
shall not again be reported ”not as 
manager.” 

it) Public records. Reports filed pur¬ 
suant to this rule shall be available for 
public Inspection after all of the required 
reports have been filed. 

A copy of Form X-17A-1 as it U pro¬ 
posed to be amended is attached hereto 

All interested persons are invited to 
submit views and comments on the pro¬ 
posal in writing to the Securities and 
Exchange Commission. Washington 25, 
D. C., on or before February 3, 1956 
Unless the person submitting such view 
or comments requests in writing that 
they be held confidential they will be 
available for public inspection. 

By the Commission. 

I seal ) Or val L. DvBois, 

Secretary * 

January 13. 1956. 

IF. R. Doc. 56-609: Filed, Jan. 20, 

8:46 a. m.) 


NOTICES 


DEPARTMENT OF THE TREASURY 

United States Coast Guard 

ICOFR 56-1 j 

Captain or the Port omcr, Norfolk- 
Newport News Area 

CHANCE OF ADDRESS 

For the information of those affected 
by the requirements in 33 CFR Part 124, 
who are required to file advance notice 
of time of arrival with the local Captain 
of the Port or the Coast Guard District 
Commander, the addresses and descrip¬ 
tions of Coast Guard districts, as well as 
Captairs of the Port Offices and Port 
Areas, were published in the Federal 
Register dated March 12. 1955 <20 F. R. 


1537-1539). as Coast Guard Document 
CGFR 55-7 and Federal Register Docu¬ 
ment 55-2100. Under the “Captain of 
the Port Offices and Port Areas” for the 
Fifth Coast Guard District change the 
sentence “Captain of the Port Office. % 
Coast Guard Group Office. P. O. Box 
4557, Berkley Station. Norfolk 6. Va ” to 
“Captain of the Port Office. Norfolk - 
Newport News Area. % Coast Guard 
Group Office, P. O. Box 4557. Berkley 
Station. Norfolk 6. Va.” <20 F. R. 1538). 

Dated: January 16,1956. 

[seal! A. C. Richmond, 

Vice Admiral . U. S. Coast Guard . 

Commandant, 

[P. H Doc. 66-518; Filed. Jan. 20. 1056; 

8:48 a m. I 


Internal Revenue Service 
(Order No. 14] 

Regional Commissioned 

DELEGATION OF AUTHORITY WITH *****'* 
TO GRANTING EXTENSION OF TIME TV 
FILING STATEMENTS 
Each Regional Commissioner is hweW 
authorized to delegate to 
officials of the offices of District Direct* 
and the Regional Appellate Division * 
thority to grant taxpayers on **| C11 “* t 
of time not in excess of thirty addition* 
days for the purpose of filing the 
ment of grounds called for in 
mail notification sent pursuant to 


s 


Fled as port of original document. 
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lion 534, as amended by Public Law 367. 

This order is effective retroactively to 
October 6, 1955, and supersedes tele¬ 
graphic authorization of that date. 
Delegations heretofore made pursuant to 
the October 5. 1955, telegraphic authori- 
ttUon shall continue in force and effect 
until specifically revoked under proper 
authority. 

Issued: January 11, 1956. 

Effective date: October 5. 1955. 

[seal] O. Gordon Delk. 

Acting Commissioner . 

JF. R. Doc. 56-519; Piled. Jan. 20. 1956; 
8:4 8 a. ra j 


DEPARTMENT OF THE INTERIOR 

Bureau of Indian Affairs 

(Bureau Order No. 551. Arndt. 18] 
Redelegations or Authority 

Order No. 551. as amended (16 P. R. 
2939. 5456. 7467. 8252; 17 P. R. 3516. 
7552: 18 P. R. 7305: and 19 P. R. 1936. 
3482, 3971. 4544. 7416; 20 P. R. 1562. 2694. 
2894. 5442). is further amended as here¬ 
inafter indicated. 

1. Section 19 under the heading Func¬ 
tions Relating to Indian Lands and Min¬ 
erals is amended to read as follows: 

Sic. 19. Rights-of-way. The app roval 
of rights-of-way pursuant to 25 CFR 
Part 256. This authority extends to and 
Includes the issuance of advance author¬ 
ity for preliminary surveys and permis¬ 
sion to begin construction prior to final 
approval of the rights-of-way. 

2. A new section 152 Indian court sen¬ 
tences under the heading Functions Re¬ 
efing to Law and Order is added to read 

as follows: 

Sic. 152. Indian court sentences . The 
approval of sentences imposed on Indian 
«nployees of the Bureau of Indian Af¬ 
fairs by Courts of Indian Offenses as pro¬ 
vided in 25 CFR 161.2 (d>. and by tribal 
courts as provided by any law and order 
code. 

3. a new section 311 under the heading 
factions Relating to Property Matters 

la added: 

Sec. 311. Conveyance of personal 
^operty under the Act of June 4, 1953 
IS7 stat. 41). The conveyance to State 
local governmental agencies or local 
school authorities of all the right, title 
*^d Interest of the United States in any 
property used in connection 
^ith Federal Indian Schools transferred 
Pursuant to the Act of June 4, 1953 (67 

J- A new section 351 and a new section 
snt . uiu,er toe heading Functions Rclat- 
10 General Matters are added: 

Sic. 351. Publication in newspapers . 
iitP puWlcatl on of advertisements, no- 
Proposals, in newspapers pur- 
to the provisions of section 3827 of 
****** Statutes (44 U. S. C. 324). 

l? 2, Utigation; five civilized 
thj* q exercise of the authority of 
tionc retary (a) *° make determina- 
* Gainst the removal to the United 


States District Court of cases in which 
notices have been served upon the Su¬ 
perintendent under section 3 of the Act 
of April 12. 1926 <44 Stat. 239), and <b> 
to submit to the Department of Justice 
recommendations for the removal of 
such cases to the United States District 
Court. 

5. Section 400 Repeals is amended by 
the addition of the following: 

Sec. 250. Medical , hospital, and nurs¬ 
ing service contracts. 

Sec. 251. Enforcement of health laws. 

6. Section 410. Revocation. This or¬ 
der revokes 25 CFR. Port 02. as amended 
(Order No. 538. 11 F R. 10266. 13 F. R. 
2677. 13 P. R. 3461. 13 P. R. 3937. Order 
No. 544. as amended. 12 P. R. 6970. 13 
P. R. 4149). 

W. Barton Greenwood. 

Acting Commissioner. 

January 16.1956. 

|F. R. Doc. 56-507; Piled. Jan. 20. 1956; 

8:45 a. m.| 


(Gallup Area Office Redelegation Order No. 3. 
Arndt. 1| 

Assistant Area Director. Adminis¬ 
tration. and Property and Supply 
Officer 

REDELEGATION OF AUTHORITY WITH RESPECT 
TO CONSTRUCTION, SUPPLY AND SERVICE 
CONTRACTS 

Order No. 3 (20 F. R. 1744) is amended 
as hereinafter indicated: 

Section 2. Assistant Area Director . 
Administration, is amended to read as 
follows: 

Sec. 2. Assistant Area Director , Ad¬ 
ministration. and Property and Supply 
Officer, (a) The Assistant Area Di¬ 
rector. Administration may enter into 
construction, supply and service con¬ 
tracts irrespective of the amounts in¬ 
volved, and perform the duties of Con¬ 
tracting Officer in regard to such 
contracts. 

<b> The Area Property and Supply 
Officer may enter Into supply contracts 
when the amount in individual cases 
docs not exceed $10,000 and perform the 
duties of Contracting Officer in regard 
to such contracts. 

H. L. Gardner. 
Acting Area Director. 

Approved: January 17.1956. 

W. Barton Greenwood, 

Acting Commissioner . 

[P. R. Doc. 56-508; Piled, Jan. 20. 1956; 
8:46 a. m.| 


Bureau of Land Management 

|70649] 

Minnesota 

NOTICE OP FILING PLAT OF SURVEY AND 
SMALL TRACT CLASSIFICATION NO. 1 

January 16.1956. 

1. A plat of survey of the lands de¬ 
scribed below will be officially filed In the 


Eastern States Land Office of the Bureau 
of Land Management, United States De¬ 
partment of the Interior. Washington 25. 
D. C.. effective at 10:00 a. m. on February 
20, 1956. 

Firm Principal Meridian. Minnesota 

T. 133 N.. R. 30 W., 

Sec. 2. lot 0: 

Sec. 11. lot 6. 

The area described aggregates 0.75 
acre. 

2. The island in section 2 In the form 
of a ridge reaches approximately 9 feet 
above w^ater level of the lake, with 13 
Norway pine trees from 8 to 16 inches 
in diameter and a fringe of birch, popple 
and alder. The island in section 11 is 
In the form of a knoll reaching approxi¬ 
mately 20 feet above water level of Syl¬ 
van Lake, timbered by Norway pine, 
white pine, basswood, oak and birch, 
ranging in si 2 e from 4 to 18 inches in 
diameter. 

3. Pursuant to authority delegated to 
me by Bureau Order No. 541, dated April 
21.1954 (19 F. R. 2473). I hereby classify, 
subject to valid existing rights, the 
above-described lands, located in Cass 
County, Minnesota, as suitable for direct 
sale at public auction under the Small 
Tract Act of June 1. 1938 (52 Stat. 609, 
43 U. S. C. 682a > as amended. Circular 
Nos. 1899, 1911 and 1935. 

4. Classification of the above-described 
lands by this notice segregates them from 
all appropriations, including locations 
under the mining laws, except applica¬ 
tions under the mineral leasing laws. 

5. The lands classified by this notice 
shall not become subject to public sale 
under the Small Tract Act. supra, until 
It is so provided by an order to be issued 
by the authorized officer, opening the 
lands for direct sale by public aur 
with a preference right to Veterans of 
World War II and of the Korean conflict 
and other persons entitled to preference 
under the Act of September 27, 1944 (58 
Stat. 497, 43 U. S. C. 279-284), as 
amended. 

6. Inquiries concerning these lands 
shall be addressed to the Acting Man¬ 
ager. Eastern States Land Office. Bureau 
of Land Management. Department of 
the Interior. Washington 25. D. C. 

Luther T. Hoffman. 

Supervisor. 

IP. R. Doc. 56-541; Filed. Jon. 20, 1956; 

8:53 a. m | 


DEPARTMENT OF AGRICULTURE 

Office of the Secretary 

Connecticut 

disaster assistance; dexjnation of flood 

AREA 

Pursuant to Public Law 875. 81st Con¬ 
gress. the President determined on Au¬ 
gust 20, 1955. as amended on October 17. 
1955, that a major disaster occasioned by 
hurricane, rains, and floods existed in 
the State of Connecticut. 

Pursuant to the authority delegated to 
me by the Administrator, Federal Civil 
Defense Administration (18 P. R. 4609; 19 
F. R. 2148. 5364; 20 P. R. 4664 >. and for 
the purposes of section 2 (d) of Public 
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Law 38, 81st Congress, as amended by 
Public Law 115. 83d Congress, and sec¬ 
tion 301 of Public Law 480, 83d Congress, 
the entire State of Connecticut was on 
January 10, 1956, determined to be an 
area affected by the major disaster oc¬ 
casioned by floods. 

Done at Washington, D. C„ this 17th 
day of January 1956. 

(seal) Truk D. Morse. 

Acting Secretary. 

IF n. Doc. 5*616: Filed. Jan. 30. 1966; 
8:47 a. m.J 


Maine 

DISASTER ASSISTANCE; DESIGNATION OF AREAS 
FOB SPECIAL EMERGENCY LOANS 

For the purpose of making emergency 
loans pursuant to Public Law 727. 83d 
Congress, as amended, it is determined 
that in the following-named counties in 
the State of Maine there is a need for 
agricultural credit which cannot be met 
for a temporary period from commercial 
banks, cooperative lending agencies, the 
Farmers Home Administration under its 
regular programs, or under Public Law 
38, 81st Congress (12 U. S. C. 1148a-2>. 
as amended, or other responsible sources. 

Maine: Aroostook. Penobscot. PUcataquls. 
Waldo. Washington. 

Pursuant to the authority set forth 
above, such loans may be made to new 
applicants in the above-named counties 
in the State of Maine through December 
31. 1950, Thereafter, such loans may 
be made in such counties only to appli¬ 
cants who previously received such as¬ 
sistance and who can qualify under es¬ 
tablished policies and procedures. 

Done at Washington. D. C.» this 18th 
day of January 1956. 

(seal! True D. Morse. 

Acting Secretary. 

|F. R. Doc 66 540: Filed. Jan. 20. 1956; 

8:53 a. m.J 


DEPARTMENT OF COMMERCE 

Office of the Secretory 

(Department Order No. 117 (Amended) 
(Amend. No. 5)1 

Federal Maritime Board and 
Maritime Administration 

ORGANIZATION AND FUNCTIONS 

December 15. 1955. 

The material appearing in 18 F. R. 
5518 is further amended as follows: 

Department Order No. 117 ( Amended > 
of September 3, 1953, is hereby further 
amended to abolish the Office of Na¬ 
tional Shipping Authority, to establish 
a new Office of Ship Operations, and to 
reflect the continuance of the National 
Shipping Authority, which was estab¬ 
lished by the Secretary of Commerce 
pursuant to Executive Order No. 10219, 
its authorities and the execution thereof, 
within the Office of the Maritime Admin¬ 
istrator; to reflect the reassignment of 


the responsibility for port development 
activities from the Office of Property 
and Supply to the Office of Ship Opera¬ 
tions; to provide a maritime manpower 
liaison and advisory function in the Office 
of the Maritime Administrator: to trans¬ 
fer the internal audit function from the 
Office of the Maritime Administrator to 
the Office of the Comptroller. 

To accomplish these changes the fol¬ 
lowing sections of the order arc amend- 
td as indicated: 

1. Section 5.01 is amended to read: 

.01 Maritime Administrator. The 
Chairman of the Federal Maritime Board 
is cx officio the Maritime Administrator. 
When serving as Maritime Administra¬ 
tor (Including the residual authorities 
and powers of Director, National Ship¬ 
ping Authority), he reports and is re¬ 
sponsible to the Secretary of Commerce, 
through the Under Secretary of Com¬ 
merce for Transportation, and will be 
guided by the Secretary's policies. 

2. Section 5.02 is amended to read: 

.02 Deputy Maritime Administrator. 
The Maritime Administrator is assisted 
In his duties by a Deputy Maritime Ad¬ 
ministrator, who is the Acting Maritime 
Administrator during the absence or dis¬ 
ability of the Maritime Administrator, 
and unless the Secretary of Commerce 
designates another person, during a va¬ 
cancy in the office of the Maritime Ad¬ 
ministrator; and executes for the Mari¬ 
time Administrator his residual powers as 
Director. National Shipping Authority. 
Including the execution of all National 
Shipping Authority Orders and amend¬ 
ments or supplements thereto. The Dep¬ 
uty Maritime Administrator is appointed 
by the Secretary of Commerce, after con¬ 
sultation with the Maritime Administra¬ 
tor. The Deputy Maritime Administra¬ 
tor at no time sits as a member of the 
Federal Maritime Board. 

3. Section 5.0313 is amended by delet¬ 
ing "Office of National Shipping Author¬ 
ity" and substituting therefor "Office of 
Ship Operations." 

4. Section 6 021 is amended to read: 

1. The Office of the Maritime Admin¬ 
istrator directs the activities of the Mari¬ 
time Administration. Included in the 
office are personnel who perform security 
services, and liaison and advisory services 
on maritime manpower; 

5. Section 6.023 is amended to read: 

3. The OjJIce o/ the Comptroller is re¬ 
sponsible for the accounting, external 
and internal auditing, insurance, credits 
and collections and the general claims 
settlement activities. The Office of the 
Comptroller has the following divisions: 

Division of Accounts, Division of 
Audits, Division of Insurance, and Divi¬ 
sion of Credits and Collections; 

6. Section 6.0212 Is amended to read: 

12. The Office of Property and Supply 
Is responsible for the procurement and 
disposal of real and personal property; 
the disposal of ships: the maintenance 
and operation of warehouses, marine ter¬ 
minals, reserve .shipyards and reserve 


training stations: and the rendering of 
office services. The Office of Property 
and Supply has the following division*: 
the Division of Purchase and Sales and 
the Division of Office Services.” 

7. Section 6.0213 is amended to read: 

13. The Office of Ship Operations is 
responsible for the conduct of activities 
relating to requirements for and alloca- 
tion of oceangoing merchant shipping 
including negotiating with shipping 
agencies of allied and associated govern* 
ments; recommending action with re¬ 
spect to transactions involving vessel 
transfers to non-citizens of the United 
States or to foreign registry and fh* 
(Secs. 9 and 37. Shipping Act, 1916. and 
related subsequent Acts); operation o t 
Maritime Administration-owned or ac¬ 
quired merchant ships; recommenda¬ 
tions for purchases, charter-in, charter- 
out, or requisition of merchant ships for 
government use, in coordination with the 
Office of Government Aid: port develop¬ 
ment: and maintenance of reserve fleets. 
The Office of Ship Operations has a Dep¬ 
uty Director for 8hip Operations the 
following divisions: Division of Opera¬ 
tions, Division of Ship Custody. Division 
of Charter and Agency, and Division of 
Port Development. 

8. Section 12.02 is amended to read: 

.02 Any reference, in other orders or 
delegations, to the Director, Office of 
National Shipping Authority, or the Di¬ 
rector. National Shipping Authority, a re 
hereby deemed to apply to the Director, 
National Shipping Authority, as pro¬ 
vided in sections 6.01 and 5.02 of thi* 
order, effective with the date of this 
amendment, and all actions previously 
taken in the name of the National Ship¬ 
ping Authority or the Director thereof 
remain in full force and effect unu 
superseded by appropriate order. 

This amendment supersedes Amend¬ 
ment No. 4 of January 1. 1955, to the ex¬ 
tent that the provisions of such oincna- 
raent are Inconsistent or in conflict 
the provisions herein. 

(seal 1 Sinclair Week*. 

Secretary a/ Commerce. 

(F. R. Doc. 66*393; Filed. Jan. 30, I***- 
8:46 a. m | 


DEPARTMENT OF LABOR 

Wage and Hour Division 
\ Administrative Order 4571 

[Iepresentative of Employers on Specie 
Industry Committees 
totxce of resignation and appointment 

James R. Beverley of San Juan 
Sico, having resigned as represent* 

)f the employers on Special * , 
Committees Nos. 19-C and 19-u 
Puerto Rico, the Secretary of Labor, pu* 
;uant to authority under the Fair V* 
Standards Act of 1938 (52 Stat. 10W.£ 
unended; 29 U. 8. C. 201 et seq.'. ***** 
tppoints Jose Lopez -Baralt of * 

Puerto Rico, to serve in his stead as 
•epresentatlve of the employers on 
Committees. 
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Signed at Washlnfiton. D. C., this 18th 
toy of January 1956. 

Arthur Larson. 
Acting Secretary of Labor . 

IF R Doc. 58-531; Filed. Jan. 20. 1956; 
8 :50 a . m . | 


(Administrative Order 458| 

Rotesintative or Employers on Special 
Industry Committees 

otic* or resignation and appointment 

Indore A. Itkowitz of New York. New 
York, having resigned from Special In¬ 
dustry Committees Nos. 19-C and 19~D 
for Puerto Rico, the Secretary of Labor, 
pursuant to authority under the Fair 
labor Standards Act of 1933 (62 Stat. 
2060. u amended; 29 U. 8. C. 201 et scq. >, 
hereby appoints Raymond Purtcil of 
Htnover, Pennsylvania, to serve In his 
stead as a representative of the employ¬ 
ee on such Committees. 

Signed at Washington. D. C., this 18th 
day of January 1956. 

Arthur Larson, 
Acting Secretary of Labor . 

fF. R Doc. 56-533; Filed. Jan. 20. 1956; 
8:50 a. m ] 


FEDERAL COMMUNICATIONS 
COMMISSION 

(Plk No BP-0883; FCC 55-11511 
Confederate Radio Co. 


ORDER RE DATE OF FILING 


In the matter of Confederate Radio 
Company. West Point. Ocorgla. File No. 
BP-9883, construction permit for new 
rtMidard broadcast station. 

At a session of the Federal Communi¬ 
cations Commislon held at its offices in 
Washington, D. C„ on the 23d day of 
November 1955; 

The Commission having under consid¬ 
eration a pleading entitled Protest of 
vtUey Broadcasting Company. Inc., a 
Protest to the grant without hearing on 
October 19.1055 (Notice released October 
™ 1955 ), of the above-entitled appli¬ 
cation of Confederate Radio Company 
* new standard broadcast station to 
* located at West Point. Georgia, to 
®S*nitR on the frequency 910 kc. 500 
*5tts, daytime only; 

It appearing that the papers constl- 
wung the protest were not complete and 
® order to be tendered for filing and 
JP 6 in fact tendered for filing until 
5:00 P- m.. November 21. 1955; and 
ftp l* art n« further that the official 

itfs of business of the Commission as 

Too* 1 lt8 rulcs “• 8:30 a - m to 


That toe protest of V 
^Broadcosung Company. Inc. be i 
filing as of the date Noveml 


Pleased: November 23, 1955. 


ISlAL] 


IP R. 


Doc. 


Federal Communications 
Commission, 

Mary Jane Morris. 

Secretary . 

$6 520; Filed, Jan. 20. 19M 
8:48 a. m.| 


(File No. BP-9883; FCC 55-12711 
Confederate Radio Co. (WPGA) 

memorandum opinion and order denying 
petition and dismissing protest 

In re application of Confederate Radio 
Company (WPGA», West Point, Geor¬ 
gia; File No. BP-9883; for construction 
permit for new standard broadcast 
station. 

1. The Commission has before It for 
consideration a protest filed by Valley 
Broadcasting Company. Inc., licensee of 
Station WRLD. Lanett, Alabama-West 
Point. Georgia (1490 kc. 250 w. UnL), 
pursuant to section 309 (c> of the Com¬ 
munications Act of 1934. as amended, 
directed to the Commission's action of 
October 19, 1955 (released October 20, 
1955). granting without hearing the ap¬ 
plication of the Confederate Radio Com¬ 
pany for a construction permit for a new 
standard broadcast station (WPGA> to 
operate on 910 kilocycles with a power 
of 500 watts, daytime only, at West Point. 
Georgia: a “Motion To Dismiss” the 
above-described protest filed by the Con¬ 
federate Radio Company on November 
30. 1955; an “Opposition to Motion to 
Dismiss" filed on December 6. 1955 by 
Valley Broadcasting Company. Inc.; a 
“Petition For Reconsideration" filed by 
Valley Broadcasting Company. Inc., 
(Hereinafter referred to as WRLD) on 
December 5. 1955, pursuant to section 
405 of the Communications Act of 1934, 
as amended, and directed to the Com¬ 
mission's order of November 23, 1955. 
that the above-described protest of Val¬ 
ley Broadcasting Company. Inc. be ac¬ 
cepted for filing as of the date November 
22,1955; and an “Opposition To Petition 
For Reconsideration" filed on December 
7, 1955. by the Confederate Radio 
Company. 

2. The WRLD 309 (c> protest was 
tendered for filing on November 21, 1955. 
On November 23. 1955 toe Commission 
ordered that because its official hours of 
business are from 8:30 a. m. to 5:00 p. m. 
and the papers constituting the said pro¬ 
test were not in fact tendered for filing 
until after 5:00 p. m. on November 21, 
1955. the protest “be accepted for filing 
as of the date November 22. 1955". In 
WRLD’s Petition For Reconsideration 
pursuant to section 405 of the Act it is 
requested that the Commission recon¬ 
sider its said order and accept the section 
309 (c) protest for filing as of November 
21. 1955. WRLD contends that its sec¬ 
tion 309 (c> protest would be timely filed 
if accepted as of November 21, 1955. 
Since the basic question here Involved 
with respect to the WRLD protest and 
Petition For Reconsideration is whether 
the section 309 <c> protest was timely 
filed, both pleadings will be treated in 
this one opinion. 

3. The Commission’s order of Novem¬ 
ber 23. 1955 of which WRLD requests 
reconsideration stated, in pertinent part, 
that. 

It appearing that the papers constituting the 
protest were not complete and in order to bo 
tendered lor Uling and were not In (act ten¬ 
dered tor filing until alter 5:00 p. ns.. No¬ 
vember 21. 1955; and 

It appearing further that the official hours 
of business of tbe Commission as set forth 
In its rules are 8:30 a. m.. to 6:00 p. m.; 


ft is ordered. That the protest of Valley 
Broadcasting Company. Inc. be accepted for 
filing as of the date November 22. 1955. 

4. With WRLD’s Petition For Recon¬ 
sideration of the Commission's above 
order is an affidavit by the attorney who 
filed the protest in question and In which 
he set forth the alleged facts regarding 
the circumstances of the filing of the pro¬ 
test. The attorney stated, in substance, 
that: He was in the office of the Secre¬ 
tary of the Commission at one or two 
minutes before 5 p. m. on November 21, 
1955, and had with him all the papers 
constituting the protest except the Cer¬ 
tificate of Service; that he clearly indi¬ 
cated to the office stall that he had 
rushed to the Secretary’s office to file 
papers due that day; that the Certificate 
of Service hod been left inadvertently 
at his office and a new one was typed in 
the office of the Secretary; that the as¬ 
sembly of the protest into 15 sets had 
not been fully completed and was not 
completed until about 5:20 p. m.; that 
the protest was deposited on a table in 
the Office of the Secretary for filing at 
about 5:20 p. m.; and that, w hile page 7 
of the protest is followed by page 11 and 
the narrative text does not follow 
smoothly in the transition, all essential 
parts are present in the protest. In 
light of these alleged facts WRLD con¬ 
tends in its Petition For Reconsidera¬ 
tion that the protest should have been 
accepted for filing as of November 21. 
1955. WRLD urges that all the papers 
constituting the protest, except the Cer¬ 
tificate of Service, were In the Office of 
the Secretary prior to 5 p. m. on that 
date and that the absence of a Certificate 
of Service was not fatally defective to 
the filing of the protest, especially in 
view of the fact that a copy of the pro¬ 
test was mailed to WPGA on November 
21, 1955. WRLD further states that the 
protest w as stamped by the Office of the 
Secretary as filed on November 21, 1955, 
but that the date was later changed by 
hand to November 22, 1955, in accord¬ 
ance with the Commission’s order of No¬ 
vember 23, 1955. WRLD contends that 
as a general rule the law will not recog¬ 
nize fractions of a day 1 and that a grant 
subject to protest for thirty days as pro¬ 
vided in section 309 (c) of the act is sub¬ 
ject to protest to the last moment of the 
last day for filing. WRLD also asks the 
Commission to take Judicial notice of the 
fact that persons inside a business estab¬ 
lishment such as a bank, store, licensing 
bureau, etc., at the closing of business 
hours are allowed to complete their 
transactions; and because the attorney 
filing the protest was inside the Office 
of the Secretary of the Commission prior 
to 5 p. m. on November 21. 1955, the pro¬ 
test should be accepted for filing as of 
that date Instead of the following day. 

5. In Us opposition to WRLD's Peti¬ 
tion for Reconsideration WPOA con¬ 
tends that the protest in question was 
not timely filed because it was tendered 
for filing after the close of business 


• Burnet v. Willingham Loan Sr Truat Com¬ 
pany 282 U. 8. 437; Freeman v. Pew. 61 App. 
D. C. 223; Harber v. Kentucky Ridge Coal 
Oo. 85 F. Supp. 233; In re Suiquchantia 
Chemical Corporation. 81 F. Supp. 1; United 
States v. Barber. 24 F. Supp. 299; In re Kent 
Refining Co , 20 F. Supp. 061. 
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hours of the Commission as set forth in 
section 0.401 of its rules; that none of 
the cases cited by WRLD that a day 
cannot be divided Into segments is In 
point and does not stand for the proposi¬ 
tion that an agency may not establish 
reasonable office hours during which 
business before it must be conducted; 
that the Commission would set danger¬ 
ous precedent in accepting as filed that 
day matters which were submitted after 
5 o’clock; that in any event the 30 day 
period provided by section 309 (c) had 
expired on November 18, 1955 because 
the said period begins with the day of 
the grant and not the day public notice 
of the grant is released. Harold L Sud¬ 
bury. 9 Pike and Fischer HR 368. 

6. We find that WRLD’s Petition for 
Reconsideration sets forth no arguments 
more persuasive nor facts in addition 
to those at hand in the Commission's de¬ 
termination on November 23. 1955, that 
under the circumstances the protest filed 
by WRLD was not in fact tendered for 
filing until after the close of business 
hours of the Commission as set forth in 
section 0.401 of the rules. Wc believe 
this rule establishes reasonable office 
hours for the conduct of business before 
the Commission and that orderly dis¬ 
patch of our business and fairness to all 
who conduct business before the Com¬ 
mission require that these hours be ob¬ 
served. Accordingly. WRLD’s Petition 
for Reconsideration of the Commission's 
order of November 23. 1955, is denied. 

7. We find further that since the said 
protest filed by WRLD was filed on No¬ 
vember 22. 1955. it was not filed within 
thirty days of either the grant of the 
WPOA application for construction per¬ 
mit on October 19, 1955 or the public 
release of the action on October 20. 1955. 
and. accordingly, was not timely filed 
within the meaning of section 309 <c> of 
the act. Accordingly, said protest is dis¬ 
missed. 

Adopted: December 21. 1955. 

Released: December 28, 1955. 

Federal Communications 
Commission. 

(seal) Wm. P. Massing. 

Acting Secretary. 

|F. R. Doc. 66 - 321 ; piled. Jan. 20. 1936; 
8:48 a. m. J 


| Docket Nob. 11608. 11606: FCC 56-40) 
Hoyt C. Murphy et al. 

ORDER DESIGNATING APPLICATIONS FOR 
CONSOLIDATED HEARINGS ON STATED 
ISSUES 

In re applications of Hoyt C. Murphy. 
Salisbury. Maryland. Docket No. 11605. 
Pile No. BP-9735;Elizabeth Evans and 
W. Courtney Evans. Salisbury. Maryland. 
Docket No. 11606.’File No. BP-9950; for 
construction permits. 

At a session of the Federal Communi¬ 
cations Commission held at its offices in 
Washington, D. C., on the 11th day of 
January 1956; 

The Commission having under consid¬ 
eration the above-entitled applications 
of Hoyt C. Murphy, and Elizabeth Evans 
and W. Courtney Evans, each for a con¬ 


struction permit for a new standard 
broadcast station to operate on 1320 kilo¬ 
cycles with a power of 500 watts, day¬ 
time only, at Salisbury, Maryland; and 

It appearing that each applicant is 
legally, technically, financially and 
otherwise qualified, except as may appear 
from the issues specified below, to oper¬ 
ate the proposed stations, but that op¬ 
eration of both stations as proposed 
would result In mutually destructive in¬ 
terference; and 

It further appearing that pursuant to 
section 309 <b> of the Communications 
Act of 1934. as amended, the subject ap¬ 
plicants were advised by letter dated 
September 13, 1955, of the aforemen¬ 
tioned deficiencies and that the Com¬ 
mission was unable to conclude that a 
grant of either application would be in 
the public interest; and 

It further appearing that a timely re¬ 
ply was filed by each of the applicants; 
and 

It further appearing that the Com¬ 
mission, after consideration of the re¬ 
plies. is of the opinion that a hearing 
is necessary; 

7f Is ordered , That, pursuant to section 
309 (b) of the Communications Act of 
1934. as amended, the said applications 
are designated for hearing in a consol¬ 
idated proceeding, at a time and place 
to be specified in a subsequent order, 
upon the following issues: 

1. To determine the areas and popu¬ 
lation which would receive primary 
service from each of the proposed 
operations, and the availability of other 
primary service to such areas and 
populations. 

2. To determine which of the opera, 
tions proposed in the above-entitled ap¬ 
plications would better serve the public 
interest in the light of the evidence ad¬ 
duced under the foregoing issue and rec¬ 
ord made with respect to the significant 
differences between the applicants as to: 

<a) The background and experience 
of each of the above-named applicants 
to own and operate its proposed station. 

(b) The proposals of each of the 
above-named applicants with respect to 
the management and operation of the 
proposed stations. 

(c> The programing service pro¬ 
posed in each of the above-mentioned 
applications. 

3. To determine, in the light of the 
evidence adduced pursuant to the fore¬ 
going issues, which, if either, of the ap¬ 
plications should be granted. 

Jt is further ordered , That the Issues 
in the above-entitled proceeding may be 
enlarged by the examiner on his own 
motion or on petition properly filed by a 
party to the proceeding and upon suffi¬ 
cient allegations of fact in support there¬ 
of. by the addition of the following issue; 

To determine whether funds available 
to the applicant will give reasonable as¬ 
surance that the proposal set forth in the 
application will be effectuated. 

Released: January 13, 1956. 

Federal Communications 
Commission. 

(seal! Wm. P. Massing. 

Acting Secretary . 

(F, R. Doc. 36-322; Piled. Jan. 20. 1956; 
8:48 a. in J 


(Docket No. 11323. etc.; FCC 56M 44 1 
B. J. Parrish et al. 

ORDER SCHEDULING HEARING 

In re applications of B. J. Parrish, Pun 
Bluff. Arkansas, Docket No. 11323, Pile 
No. BP-8698; Universal Broadcasting 
Corporation (KOTN >, Brinkley. ArlaD- 
sas, Docket No. 11324, File No. BP-3705; 
Southern Empire Broadcast in* Com¬ 
pany. Inc., Pine Bluff. Arkansas. Docket 
No. 11325. File No. BP-8726; James S. 
Rivers, tr/as The Southeastern Broad¬ 
casting System. Macon. Georgia. Docket 
No. 11326, File No. BP-8747; James A. 
Noe (KNOE>, Monroe. Louisiana. Docket 
No. 11327. File No. BP-9161; Radio O 
lumbus, Inc. <WDAK), Columbus, 
Georgia, Docket No. 11328. Flic No BP- 
9260; for construction permits 

It is ordered . This 12th day of Jam;- 
ary 1956. that James D. Cunningham wiB 
preside at the hearing in the above- 
entitled proceeding which is hereby 
scheduled to commence on March 13. 
1956, in Washington, D. C. 

Released: January 16, 1956. 

Federal Common icat ions 
Commission. 

(seal 1 Wm. P. Massing. 

Acting Secretary 

(P. R. Doc. 56-523; Filed. Jan. 30. 1954. 
8:49 a. m) 


(Docket Noe. 11342. 11543; FCC MM-* 

Courier-Times. Inc., and Don H. Maihb 
<WSLM) 

HEARING conference order continue^ 
HEARING 

In re applications of Oourier-Tiror* 
Inc.. New Castle. Indiana, Docket No 
11542, Flic No. BP-8886; Don H. Martin 
iWSLM> Salem. Indiana. Docket Na 
11543: File No. BP-9392; for construc¬ 
tion permits. 

On January 3. 1956. pursuant to tw 
provisions of $ 1.813 of the Commission s 
rules, a preliminary conference was hew 
in the above-entitled proceeding. Tne 
following matters were disposed ol 
that conference; 

1. The Hearing Examiner ruled tnai 

the issues as now drawn do not contem¬ 
plate showings on: Programmirn:: «***• 
ground and experience of principal 
proposals for management and opera¬ 
tion; need of the areas proposed to oe 
served for the facilities sought 
than showings on areas to be serVW J*’JL 
populations and communities in 
areas, and the services available to tn- 
populations, communities and **** 
The Hearing Examiner also mM 
the term "service" as used in the tfsu 
applies solely to "standard brew** 
service" and docs not encompass a 

TV service. 

2. There will be on exchange of*** 

hibits among the parties on or o« * 
January 24, 1956. fLrf 

3. In the event the parties ftnd * 
their experts have examined the exn 

of their adversaries, that a <U*P ute ... 
concerning the admissibility of P? r * 
lar data, they will promptly 
Hearing Examiner of the dispute 
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Saturday, January 21, 1956 

notification will permit* the hearing ex- 
imiBer to call a further conference look- 
lar toward an airing of the matter on 
tfct record in as succinct a manner as 

possible. 

1 in the event the parties decide they 
rah to make ofTers of proof on material 
rendered inadmissible by reason of the 
Httriii*: Examiner's interpretation of 
the issues, the material so offered shall 
fc briefly stated in writing. 

5. Tfcn hearing now scheduled for 
hnuary 16, 1956. is continued to Febru¬ 
ary fl. 1956. All parties will cooperate 
to the end that on that day the entire 
miller will be heard, including the ap¬ 
plicants' direct presentations in writing, 
cress examination, rebuttal presenta¬ 
tions and offers of proof. 

Accordingly it is ordered , This 13th day 
of January 1956, that the rulings set 
forth in subparagraphs 1 to 5 above shall 
be effectuated- 

Feoeral Communications 
Commission, 

IscalJ Wm. P. Massing, 

Acting Secretary . 

(F R Doc. 56-524; Filed. Jan. 20. 1956; 

8:49 a. m | 


[Docket Nos. 11584.11585; FCC 66M 521 

Vino Independent Theatres, Inc., and 
ICICA. Inc. 

OtDEIt CONTINUING CONFERENCE 

In re applications of Video Independ¬ 
ent Theatres. Inc., Clovis, New Mexico, 
Docket No. 11584, File No. BPCT-2013; 
&CA. Inc.. Clovis. New Mexico. Docket 
Xo. 11585, File No. BPCT-2038; for con- 
•trucUoQ permits for new television 
broadcast stations. 

Pursuant to an agreement betw een all 
of the panics to the above-entitled pro- 
wiling. the Pre-hearing Conference now 
scheduled to be held therein on Tuesday. 
January 17. 1956, is hereby postponed by 
^ Hearing Examiner, on his own mo- 
until 10:00 o'clock a. m.. on Tues- 
«ay. January 24, 1956, in the offices of 
^ Commission at Washington, D. C. 

Dated this 16th day of January 1958. 

Federal Communications 
Commission, 

1 «al1 Mary Jane Morris. 

Secretary . 

* Doc, 55-525; Piled. Jan. 20. 1956; 
•:40 a.m.! 


IDocEct No. 11539. ©to.; FCC 56M-541 
Mcsser Broadcasting Co. kt al. 


ORDER CONTINUING HEARING 

Ju re applications of Sam Fergus 
5nS r and OIoria O. Musser. d/b 
kj?** Broadcasting Company, Ell? 

Pennsylvania, Docket 1 
(w!* 1 ? 16 No - BP-9698; Will Groff, tr/ 
broadcasting Company. Eli: 
IKaa Pennsylvania, Docket 1 
File No. BP-9759; H. Raymo 
ietn ‘ Lester P. Elter and M. Leon 
^-•Age, d/to as Rndlo Columbia, Colu 
Ho. I 


bla, Pennsylvania. Docket No. 11541. File 
No. BP-9940: for construction permits. 

The Hearing Examiner having under 
consideration an informal agreement of 
parties regarding continuance of pre- 
hearing conference and hearing herein; 

It is ordered , This 17th day of January 
1956, that the prehearing conference and 
hearing now scheduled for January 18 
and January 26.1956. ore continued until 
February 21 and February 27, 1956, re¬ 
spectively. at 10:00 a. m. 

Federal Communications 
Commission, 

Iseal] Mary Jane Morris. 

Secretary . 

[F. R. Doc. 50-526; PUcd, Jan. 20. 1956; 
8:49 a. m.J 


| Docket No. 11595. FCC 55M 53J 
Magic Valley Television Corp. 

ORDER CONTINUING HEARING 

In re application Magic Valley Tele¬ 
vision Corporation. Twin Falls. Idaho 
<KHTV>, Docket No. 11595. File No. 
BPCT-1953; for a construction permit 
for a new television broadcast station. 

Applicant having flled on January 13. 
1956, a “Petition to Vacate Memorandum 
Opinion and Order, Dismiss Protest, and 
Rescind Postponement of Effective Date 
of Grant." 

It is ordered . This 17th day of January 
1956. on the Hearing Examiner's own 
motion, that the hearing now scheduled 
for January 23, 1956, is continued with¬ 
out date, pending action by the Commis¬ 
sion on the foregoing petition. 

Federal Communications 
Commission, 

[seal] Mary Jane Morris. 

Secretary. 

[F. R- Doc. 56-527: Filed, Jon. 20, 1956; 
8:49 a. m.) 


SECURITIES AND EXCHANGE 
COMMISSION 

(File No. 31-6311 

Baltimore Gas and Electric Co. 

ORDER GRANTING EXEMPTION 

January 16.1956. 

Baltimore Gas and Electric Company 
(“Baltimore Company *), a public utility 
company, has filed with this Commission 
an application pursuant to section 3 
(a) (2) of the Public Utility Holding 
Company Act of 1935 (“act") for an 
exemption for it and its direct subsidiary. 
Safe Harbor Water Power Corporation 
(“Safe Harbor"), 50 percent of whose 
voting securities is ow r ned by Baltimore 
Company, from the provisions of the act 
on the basis that it is predominantly a 
public utility company whose operations 
as such do not extend beyond the State 
of Maryland, the State in which it is 
organized. 

Due notice of the filing of said exemp¬ 
tion application has been given and no 
hearing thereon has been ordered by or 
requested of the Commission. The Com¬ 
mission has examined the statements 


contained In said exemption application 
and has considered the full record with 
respect thereto. It appears to the Com¬ 
mission that the applicable standards of 
section 3 (a) (2) of the act are satisfied 
and the Commission finds that the 
granting of said exemption application 
will not be detrimental to the public 
interest or the interest of investors or 
consumers. 

It is therefore ordered . That Baltimore 
Company and Safe Harbor, as a sub¬ 
sidiary of Baltimore Company, be. and 
the same hereby are, exempted from the 
provisions of the act applicable to them 
as a holding company and a subsidiary 
company thereof. 

It is further ordered , That this order 
shall become effective upon issuance. 

By the Commission. 

[seal] Orval U DtjBois, 

Secretary. 

[F. R. Doc. 56-MO; Flled. Jan. 20. 1056; 

8:40 a m, I 


[file No. 70-84351 
Pennsylvania Gas Co. 

ORDER AUTHORIZING INCREASE IN 
AUTHORIZED INDEBTEDNESS 

January 17, 1956. 

Pennsylvania Gas Company (“Penn 
Gas"), a subsidiary public-utility com¬ 
pany of National Fuel Gas Company 
(“National Fuel"), a registered holding 
company, having filed with this Com¬ 
mission a declaration and amendments 
thereto, pursuant to section 7 of the 
Public Utility Holding Company Act of 
1935 and Rule U-62 promulgated there¬ 
under. with respect to the following pro¬ 
posed transaction: 

Penn Gas proposes, if it receives the 
approval of a majority of its stockholders 
at a special meeting to be held March 9, 
1956, to increase its authorized indebted¬ 
ness from $8,000,000 to $15,000,000. 
Penn Gas has outstanding 622.080 shares 
of capital stock and as of December 27, 
1955, National Fuel owns 561,175 shares 
of such stock or 90.21 percent thereof. 
If the proposed increase in authorized 
indebtedness is approved by the stock¬ 
holders. Penn Gas intends, during 1955 
and subject to the approval of the vari¬ 
ous regulatory bodies having jurisdiction, 
to issue and sell to National Fuel install¬ 
ment promissory notes not to exceed an 
aggregate principal amount of $3,500,000. 
It is stated that Penn Gas has a probable 
need during the next few years for the 
remaining $4,550,000 of indebtedness 
- proposed to be authorized. The issue 
and sale of such additional notes will be 
the subject of future filings with this 
Commission. 

Penn Gas requests that the Commis¬ 
sion's order to be entered herein become 
effective upon issuance. 

Due notice having been given of the 
filing of said declaration, as amended, 
and a hearing not having been requested 
of or ordered by the Commission; and 
the Commission finding that the appli¬ 
cable provisions of the act and rules 
promulgated thereunder are satisfied and 
that no adverse findings arc necessary. 












508 


NOTICES 


and deeming it appropriate in the pub¬ 
lic interest and in the interest of in¬ 
vestors and consumers that said declara¬ 
tion. as amended, should be permitted 
to become effective forthwith: 

It is ordered. Pursuant to Rule U-23 
and the applicable provisions of the act, 
that said declaration, as amended, be 
and the same hereby is. permitted to be¬ 
come effective forthwith, subject to the 
terms and conditions prescribed in Rule 
U-24. 

By the Commission. 

f sxalI Orval L. DuEois, 

Secretary. 

|F. R. Doc. 50-511: Filed. Jan. 20. 1956; 

8:46 a. m | 


OFFICE OF DEFENSE 
MOBILIZATION 

(Expansion Goal 228] 

Substitutes for Strategic Natural Mica 

1. An expansion goal is hereby estab¬ 
lished for a supply of synthetic mica 
proved to be substitutable for strategic 
natural muscovite block and Aim mica, 
or other material proved to be substi¬ 
tutable for strategic natural muscovite 
block and Aim mica, in a quantity suffi¬ 
cient to replace the annual use of 
2.000.000 pounds of such natural mica in 
strategic applications. 

2. The capacity indicated above is to 
be achieved by December 31. 1960. and 
application for tax amortization certifl- 
cates must be filed by June 30. 1956. 

3. Tax amortization applications, to be 
considered under this goal, must contain 
information to indicate clearly that the 
facilities to be constructed are intended 
for any or all the purposes specified in 
paragraph 1. 

Dated: January 12. 1956. 

Office of Defense 
Mobilization. 

Arthur S. Flemming, 
Director. 

|F R. Doc. 56-642; Filed. Jan. 20. 1956; 

8:64 a. m | 


UNITED STATES TARIFF 
COMMISSION 

Acid Grade Fluorspar 

TARIFF COMMISSION REPORT TO THE PRESI¬ 
DENT ON “ESCAPE-CLAUSE’' INVESTIGATION 

January 18.1956. 

The Tariff Commission today submit¬ 
ted a report to the President setting forth 
its findings in an “escape-clause** inves¬ 
tigation with respect to imports of fluor¬ 
spar containing more than 97 percent of 
calcium fluoride. Fluorspar of such cal¬ 
cium fluoride content is usually referred 
to as acid grade. The Tariff Act of 1930 
originally provided for a duty of $5.60 
per long ton on imports of this material. 
The rate of duty, however, has been re¬ 
duced through trade agreement action 
and since June 6. 1951. has been $2.10 
per long ton. 

The investigation to which the present 
report relates was instituted on August 1. 


1955, in pursuance of a resolution adopted 
July 29. 1955. by the Committee on Fi¬ 
nance of the United States Scnhte. That 
resolution directed the Commission “to 
make an investigation pursuant to sec¬ 
tion 7 of the Trade Agreements Exten¬ 
sion Act of 1951. as amended, to deter¬ 
mine whether acid grade fluorspar is. as 
a result, in whole or In part, of the duty 
reflecting any concession or concessions 
granted under a trade agreement, being 
imported in such increased quantities, 
either actual or relative, as to cause or 
threaten serious injury to the domestic 
fluorspar industry." 

The six members of the Tariff Com¬ 
mission divided three to three in their 
findings in the investigation. 

Commissioners Brassard. Talbot and 
Schrciber find that acid grade fluorspar 
is being imported in such Increased 
quantities as to threaten serious Injury 
to the domestic industry. They recom¬ 
mend that the trade agreement con¬ 
cession relating to the reduced duty be 
withdrawn. If the President acts on this 
recommendation, the duty on imports of 
fluorspar containing more than 97 per¬ 
cent of calcium fluoride will be restored 
to $5.60 per long ton—the rate of duty 
originally imposed by the Tariff Act of 
1930. 

Commissioners Sutton. Jones and 
Dowling find that the domestic industry 
is not being seriously injured or threat¬ 
ened with serious injury and therefore 
make no recommendation for modifica¬ 
tion or withdrawal of the trade agree¬ 
ment concession involved. 

The report sets forth the foregoing 
findings and analyses of the facts bear¬ 
ing thereon. 

Copies of the Commission's report are 
available upon request as long as the 
limited supply lasts. Requests for copies 
should be addressed to the United States 
Tariff Commission. Eighth and E Streets 
NW„ Washington 25. D. C. 

[seal ) Donn N. Bent. 

Secretary. 

IF. R. Doc. 66-533; Filed. Jan. 20, 1966; 

8:51 a. m.j 


INTERSTATE COMMERCE 
COMMISSION 

Fourth Section Applications for Relief 
January 18, 1956. 

Protests to the granting of an applica¬ 
tion must be prepared in accordance 
with Rule 40 of the general rules of prac¬ 
tice <49 CFR 1.40) and filed within 15 
days from the date of publication of tills 
notice In the Federal Register. 

LONG-AND-SHORT HAUL 

FSA No. 31538: Carriers or convey - 
ors — Aurora. Hi, to Eastern points. 
Filed by H. R. Hinsch. Agent, for Inter¬ 
ested rail carriers. Rates on carriers or 
conveyors (overhead runways >, carloads 
from Aurora. Ill., to specified points in 
Maryland. Massachusetts, New York and 
Pennsylvania. 

Grounds for relief: Carrier competi¬ 
tion and circuity. 


FSA No. 31539: Commodities from and 
to points in the South , Filed by R. t 
Boyle, Jr., Agent, for interested rail car¬ 
riers . Rates on various commodities, to 
carloads from specified points tn south¬ 
ern territory to specified points in official 
and western trunk line territories, al*o 
from East St. Louis, Ill., to specified 
points in southern territory. 

Grounds for relief: Carrier competi¬ 
tion and circuity. 

FSA No. 31540: Commodities i vithn 
and to and from points in the Soutk 
Filed by R. E. Boyle, Jr., Agent, for in¬ 
terested rail carriers. Rates on various 
commodities, in carloads from specified 
points In southern territory to specified 
points in southern and from specified 
points in official territory to specified 
points in southern territory. 

Grounds for relief: Carrier competi¬ 
tion and circuity. 

FSA No. 31541: Commodities—From 
and to points in the Southwest. Piled 
by F. C. Kratzmeir, Agent, for interested 
rail carriers. Rates on manufactured 
tobacco, cotton denims, and other de¬ 
scribed commodities, carloads <1> from 
specified points in southern territory to 
specified points in southwestern terri¬ 
tory. and (2) from specified points in 
southwestern territory to specified points 
in southwestern territory, also to St 
Louis. Mo,, and East St. Louis, Ill. And 
points in official territory. 

Orounds for relief: Carrier competi¬ 
tion and circuity. 

FSA No. 31542: Sand— Official Terri¬ 
tory to South. Filed by C W Boin. 
Agent, for interested rail carrier*. 
Rates on sand, ground or pulverized car¬ 
loads from specified points in New Jer¬ 
sey. Virginia and West Virginia to speci¬ 
fied points In Alabama. Florida, Oonrii. 
North Carolina and South Carolina, and 
Tennessee. 

Orounds for relief: Modified short¬ 
line distance formula, market competi¬ 
tion and circuity. 

FSA No. 31543: Fertilizer solution 
Belle. W. Va.. to Louisville. Ky . FM 
by The New York Central Railroad Com¬ 
pany for itself and interested rail car¬ 
riers. Rates on fertilizer ammoniatins 
solution, tank-car loads from Belt. 
W. Va., to Louisville. Ky 

Grounds for relief: Circuitous route 

Tariff: Supplement 74 to New York 
Central Railroad I. C. C. No. 1611. 

FSA No. 31544: Lumber—Memphu 
Tennand Arkansas points to Kansu 
City. Mo.-KansGroup. Filed by F. C. 
Kratzmeir. Agent, for interested rail car¬ 
riers. Rates on lumber and related aru- 
cles. carloads from Memphis, Tenn ..am 
specified stations on the Chicago. Rocs 
Island and Pacific Railroad in Arkansa* 
west of Memphis to Kansas City. 
Kans.. and specified stations on the Kan¬ 
sas City Southern Railway betww 
Kansas City and Fuller. Kans. » n 
Stotesbury. Mo. 

Grounds for relief: Circuitous routes 

Tariff: Supplement 66 to Agent Km • 
meir’s L C. C. 3985. 

FSA No. 31545: Coffee extract —w*- 
ton. Tex., and New Orleans . La . t0 10 
points. Filed by F. C. Kratzmeir. 
for interested rail carriers. 








Saturday , January 21, 1956 

coffee extract (condensed coffee). car- 
tods from Houston. Tex., and New Or¬ 
tons, La., to Clinton and Dubuque. Iowa. 
Grounds for relief: Circuitous routes. 
Tariffs: Supplement 37 to Agent 
Kratzmdr's I. C. C. 4018; Supplement 
120 to Agent J. H. Marque s L C. C. 410. 
PSA No. 31546: Iron and steel articles — 
/Uiaoi* Territory to the South . Filed by 
R G. Raasch. Agent, for Interested rail 
carriers. Rates on iron and steel arti¬ 


FEDERAL REGISTER 

cles. carloads from points In Illinois ter¬ 
ritory to points in southern territory. 

Grounds for relief: Carrier competi¬ 
tion. circuity and change in commodity 
description. 

Tariff: Supplement 9 to Agent Raasch's 
I. C. C. 829. 

FSA No. 31547: Scrap iron or steel — 
Hattiesburg and Laurel. Miss. Filed by 
R. E Boyle, Jr.. Agent, for Interested rail 
carriers. Rates on scrap iron or steel. 
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carloads from Hattiesburg and Laurel, 
Miss., to New Orleans, La. 

Grounds for relief: Circuitous route. 
Tariff: Supplement 98 to Agent C. A. 
Spanlngcr’s L C. C. No. 1329. 

By the Commission. 

[seal] Harold D. McCoy, 

Secretary. 

IP. R. Doc. 50-517: Piled. Jan. 20. I960; 
8:47 a. m.J 











